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IT IS NOW generaliy recognized
that national accounts have three
major functions: They serve as the ¢o-
+ ordinating and intagrating framework:
fnr all economic etatisties; they give
* fimely and relisble key indicators on
the performance of the economy; and
they iHluminate the relationships
among the sectors of the sconomy
_ that are fundamental t¢ an under-

Integraied Fconomic Accounts
for the United States, 1947-80

standing of its functioning. During
the past two decades, both the avail-
ability of data for national accounting
systemsandtheusesnfth&aa gystems
have grown.

Two bechmlogma.'[ factors have al-
tered the aupply side. Firat, the rapid
developiment of sampling theory and
survey methodology has changed the
way data. are collected. Second, the
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computer har changed the way data
are processed, stored, and disseminat-
ed and hae cpened up administrative
data sources not previously accessible.

At the same time, the incressing
camplexity of esconomic and social
problems has led ic more sophisticat-
ed types of analysis, involving both
economic and social data. The ampha:
gis of policy and analytic interest has
changed from an exclusive focus on
aggregate putput to questions of dis
tribution, and to soclal, as well as
purely economic, concerms. This
changing emphasis has sionificantly
broadened the range of data for which
the national accounts can serve as &
framework, while the rapidly increas-
ing volume and complexity of the
data have intensified the need for a
broader {ramewocrk,

Thus, much has changed since the
U.S. national income and product ac-
counts (INIPA's) ware developed, and
it is appropriate to consider how they
can be extended to comprehend the
new dimensions. A primary coacern
shonld be continuity; that which has
already proved itself should ke pre
served. The aim szhould be evolution,
not revolution; expanded aceounts
should retain at their core a set of
NIFA’s that look familiar and serve
the same purpaaea as the ex:shng ae-
counts.

The purpose of the project on which
this article reports was the modifica-
tion and extension of t-he existing
NIPA’s to meet two primary ohjec-
tives, The ficst was to improve the na-
tional accounting systern ar a frame-
wark for econcinic and social data at
different levels of sgsregation, from
micro to macre, and embracing stocks
a5 well as flows. The =econd was to
simplify and eclarify the presentation
of the transaction flows betwean the
sectors and their relation to the major
ecenomic constructs. Although con-
ceptuglly such economic and sccial
dste are highly interreiated, statish-
cally & number of different bodies of
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such data have heen developsd and
arve commonly used independently of
one another. As the data available
have grown in quantity snd sophisti-
cation, pradnal staps have been taken
toward achieving both conceptual and
statistical consistency among these
bodies of date. Thiz project is yet an-
other step in that direction.

The report i5 divided into three
parts. Part I outlines some of the con-
ceptual issues that. have been raised
in connection with the BEA nationsal
income and product ascounts and var-
ious possible extensions. Part H shows
how an intégrated economic account-
ing system can be implemented. Part
IIT prezents some of the empirical re-
sults that emerge from viewing the
1.8, sconomy in the context of the in-
tegrated system, directing particular

B
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and tha Federal Reserva Boaprd. Orin
Hanser, at ¥ale, devsloped the softwers
eyatam nsad (o getwrate tha tables, Thin -
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by Stephen Tavlor for the fAow of funds
accrunts at the Federnl Raterve, Staff of
both  apsncies—particuladly John Mne-
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The authors’ initial work on asn inte-
grated system of economic accounts was
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the Masmrement of Bionamis and Social
Parformenes {MESF) supported by the
Nationnl Scisnee Foundation from 1978
to 1978, and the authors banefited . from
meuhmwﬂothmmthatpmjmt.ﬂ
gelection of the work done for the MESP
pruject appaaved in warigts isnges of the
Regie of Tpoome ard Wealth, More e
santly, the suthors” work on the Unfbsd
MNations Systemn of Mational Accounts
has infiloemeed the content of the inte-
grated Much of the work done at
the United Nationg lp referanced in The
ystem of Natforal Aceouris: Replets of
Mijor fexwen ond Poposals for Futurs
Werd and Short-Term Change: {(BSAS
BTAT/AC1G/Z, 16 April 1982
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attention to the analyxie of saving,
capital formation, and revaluation,
There are three annexes. The first
discusses quegtions relatipg to finan-
cial intermediaries; the second pro-
mdasar&mnmlmtmnmththeEEA

Part 1. Conceptua‘l Issues

(fficial work on the messnrement
of national income and its compo-
nents wae initiated in the Great De-
presaion of the 1930’5, and it crystal-
lized into a formal sccounting system
in 1M7. In 1958, the accounting
gystem was reorgsnized, and the Sac-
count summary system introduced at
that time has continued virtually wn-
changed to tha present day. [Editors
Note: See "The Sdceount Summary
Systemy wnd its Relation #to BEAs
Wark” prepared by BEA, or pp. 8] Tt
has served very well as the frame-
work for the sver-expanding body of
NIPA miatigties. It measures the Na-
tion's production, and summarizes the
billions of explicit and implicit trans-
actions that occur each year in a way
that is comprebensible and useful for
a wide range of eronomis analyses.

Why, then, should any changes in
the present accounts be contemplat-
ed? As already suggested, the reasons
lie in. changes in the availability of
data and in the anaelytic ases of the
sceounts. For instance, the 1958
system was hot designed to accommo-
date date relating to either financial
transactions or balance sheets. The
flow of funds mccounta daveloped by
the Faderal Reserve Board to record
financial flows and the stock of finan-
cial mesets and liabilitias outstanding
have been. copceptually reconciled
with the sgyregates of the BEA no-
tional accounting system. [Editor’s
Note: Bee “The Flow of Funde Ac-
counts” prepared by BEA, on pp. 1]
However, the two systems remain sep-
arate and distinct. BEA has developed
reproducible capital stock estimates
that are directly related to the
NIFPA's, because they are based on es-

L Carl & Catzon, *The History of the Naxiknal
Incoma and Produst Acceunta: The ot of an
Analvtical Tool,” The Bemewe of fncome and Wealth,
serien 21 (June 1975}

NTPA's and lists sourees of data; énd
the third congaine. a get of integrated
economic acccunts for 1969-80. For a -

degeription of the full range of years |,
and subssctors for which accounts are

available, sea page 46.

timates ufpurch.am ufat:ructureaand '

durahles and of uaplta] consumption
the perpetual inventory «~
methud.* The Federal Reserve has re-
contly 1used these BEA estimates in
conjunction with its own - financial
ammetzs and liphilities data to produce
balence sheets for enterprises end *
households.* However, halance sheets |
for the government sector have not *
besn constructed, nor have the Feder- .
al Regerve balance sheets bean inte-
grated into the BEA framework
Until the sector income accounts and |
halance szheets are effectively nte-
grated, the relation batween curremt .
income megsures and changes in hal-
ance sheets, .and the role of revaly-
ationa, will remain ruarky. N
A second area the 1958 system was
not designed {0 accommodate is the
giza distribution of incoma; sinca 1958 .
both the availability of relevant data *
and the demand for snalyses of
income distribution information have
increased by an order of magmitude. «
Until the recent hudgei stringancy,
BEA carried out work in this ares
that involved matching and merging .
of computer files of microdata, using

-both exact and etatistical matching

techniques that were not available in

1958, Although the resulting esti- "

inates were alined with the aggregate
sstimatea of personal incoms, major
concepiual differences remained that »
prevented the size distribution work.
from fitting neatly into the NIPa ™
L |
ﬁ.thixﬂareathalﬂﬁ&syatamwas
not designed to secommodate wag 4
nonmarket activity. BEA has had
until recently- & program to davelup

A Depwh:untm’ﬂnmmm Bureau of Ecg -
momic Analyris, Fixa? Reproduclfbie Tonpidie Wealih
in rhe Uhited Siofem 7095-18 (Washington, DO Thg, o
GPO, Pubruary 18221,

§. Balony Shoei for the DS Beandoy, (Board of
Gevernors of the Fedoral Reserve Systom, .Iunemng_
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measures of nonmarket activity
within the national acconnting frame-
work. The program included studies
relatad to the measurement and valuo-
© atiom of time speni in nonmerket
work and leisure, the services of con-
sumer durables, and the services of
government capital.. The close rela-
tionship to the NIPA: has been
gtressed in this work, but it was not
formally integrated.

A review of major conceptual issues
involved in constructing a svstem of
economic ageounts follows, The issues
are arranged in thres proups: thode
relating to the measurement of pro-
duction, the sectoring of the economy,
and the integraiion- of current and
capital accounts.

A, Measurement of Production

The NIPA’s are centrally concerned
with the guestions that are the es-
sence of both masrasconomics and mi-
erceconomics: the determination of
the level of ontput, the allocation of
respurces Among competing uses, and
the disteibution of income to the fac-
tors engaged in economic activity.
Measuremant in all parts of such a
vast and complex system as the US.
economy poses many concepiual and
practical problems. BEA, of necessity,
has had to resolve these problems.
Before considering any extemsion or
modification of the NIPA's, it will be
" useful to examine briefly the fanda-
mental principles underlying BEA's
measurements.

The general form of the national
income  and pruduet account, which
embodies the main wmeamures of
output, can be conceived of as a con-
solidation of the carrent accounts of
nonfinancial  enterprises. Complica-
tions arise, however, when the cur-
rent receipts of an enterprise are de-

rived from sources cther than the sale
of its products (Le., from subsidies,
dvidends, or interest), or when pro-
ducers other than nonfinancial enter-
prises are considered (financial enter-
prises, government, nonprofit institu-
tiong, households, and the rest of the
world). The first section below pre-
sents the simple casa. The following
three sections consider the treztment
of nonproduction receipts and of types
of producers other than nonfinancial
enterprises, and problems that arise

1. The nationol income and product
aevount

The principles of measuring the
cutput of & nonfinancial corporation
that receives all of itz income from
the sele of its products can be demon-
strated using a- “production -state-
ment” (table 1). Such a statement re-
gembles an income statement except
that it shows the change in inventory,
as well as sales, and the costs of pro-
duction, rather than the costs of gonds
sold.

This enterprize’s contribution to the
Nution’z total output is the value it
adds {o the materials and supplies
purchased from other producers. This
velue added is meassured by subtract-
ing its current-account purchases {i.e.,
goods and services purchased from
other producers on ecurrent account)
from the value of its production. For
the corporation shown in table 1, sub-
traction of its $120 of corrent-account
purchaees from the 3300 that is the
wolue of itz production wields $120.
Thig is its gross value added—or gross
product. A measure of net product
can be obizined by using the depreci-
ation allowance as an estimate of the
amount  of i congumed
{$130—$20=51607. These¢ measures,
which are bassd on markst price
valuations, are not the same as the
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sum of payments to the factors of pro-
duct.ion if indirect taxes, such as sales
or excise taxes, are levied on a prod-
uet or if the corporation makes Lrans-
fer payments, such ag gifts to nonprof-
it institutions. For ezample, exciss
taxes on tobacce praducts and alcodiol-
ic beverages cause the sales price of
these products to exceed, by a larze
margin, actaal production costs. For
the corporation in table 1, subtracting
indirect taxes and business transfers
from. net product at market prices
yvields net product at factor cost
($160-$16—8$5=%140). Thiz same
total can, of course, be derived by
adding up the earnings of the supph-
ers of the factors of productien—in
table 1, the sam of compensation of
EmplO}'EBE, interest paid, and corpo-
rate profits (10043104530 =F340),
{The production statement for an un-
incorporated enterprise would differ
only in that proprietors’ income
would appear instead of corporate
profits.)*

The general form of the national
imeome and product aecount can be
conceived of as a consolidation of the
production accounts of individual non-
ﬁnanmal entorprizes ' like the omne
shown in table 1. Gross product, net
product, and factor income st the an-
terprize level correspond to groes na-
tivnatl product (GNP), net national
product, and national income around
which the BEA accounts are con-
structed. Af the national level, the
sates of enterprises to one ansther on
current acopunt consolidate out, leaws
ing final sales io consumers, to Fov-
ernment, and t¢ enterprises on capi-
tal aceount, and net sales to abroad.
These add up to GNP ot mariet
prices, shown on the right zida of the
national income and product account.
The charges sgainst GNP are shown
on tha left side in approximately the
same cabegories as ghown on the left
gide of the enterprige production
statement.

bubins of capital and sptre
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2. Nonproduction receipls

Nonpreduction ryeceipts of enter-
prizes introduce tomplexities into the
natioral income and produet account
because they do not reflect output
and therefore must be excluded from
GNF. However, the exclusion must be
done in a way that does not distort
the actual iransactionz flows. On the
product (right) side of the nationsl
income and product account, exclu-
gion is a simple matter—monproduc-
tion receipts are simply omitted. On
the cost (left) side, exclusion is not =0
gimple—different types of nonprodue-
tion receipts are handled in different
ways.

Subsidies ars often given to enter-
prizes by government 20 that enter-
prises can sell their products below

cost and still continve to operate. -

BEA treats subsidies 55 & negative
item on the cost side of the account,
similar te indivect taxes {but in the

opposite direction), and thus thay are.

a part of the difference befween na-
tional income at factor cost and GNP
at market prices.

-Dividende recejved bjr -ter]:rnses
are not the recipient's output; to
derive a measure of dividends paid
from the enterprise’s own output,

dividends received are subtracted '

from dividende paid out.

Interest recoived by entarprices is
teeatad like dividends received—as a
subtraction from the payment-—se
that net interest paid out by enter-
prises as a group is shown in the na-
tional income and product account. A
digcnssion of this treatment and of an
aliernative—ireating -interest paid as
a purchase of a service—can be found
in apnex L. .

3. Other producers

Some problems arise in fitling pro-
ducers other than nenfinancial enter-
prises into the same mold. In partica-
lar, the market value of production
li.e., sales receipts} cannot be wsed to
measure the output of financial insti-
tutions, life insurance comapanies and
pension funds, government, nonprofit
institntions, households, or the rest of
the world. The assence of their treat.
ment is the same in all cases; Where
ontput & not sold and therefore
cannot be valued from the product
gide of the account, ite value is taken
to be aqual ta the costs of producing
it.
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For financial institutions sach as
banks and savings institutions, . the
net interest - treatment described
above oliminates most of their re-
ceipts from the product zide of the ac-
count and creates a large negative nat
intereet iterm on the cost side. This ig
not considered to be a valid picture of

their actual output. Even though the -

gxchange transaction is an implicit
ane, these institutions are considered
to provide financial services to their
dﬂpdsitors. The valne of thess services
is imputed on the product (right) side
of the account at an amount equal to
the costs (inclading profits) of provid-

“ing them. To bring the socount into

balance, an equivalent net. interest
p%i;l item is imputed on the cost (left)
sl 1]

For life neurance companies and
persion funds, premiumgs and contri-
butions are not considered o measure

the value of the service being pro-

" vided, because they may include an

element of saving. Hers, also, the
cogte of life insurance companies are
taken to messure the valoe of their
services, and only that pait of the
premiume or contribufions paid that
in equal to these costs 13 tregted as an
expenditure on these sarvices

For governnent, the value of public
gonds is imputed, on the product side
of the government production ac-
gount, at an amount ithat equals the
costs of providing the goods. Bacause
the BEA accounts do not include tapi-
tal formetion for government and be-
cause the government does not pay
faxes, depreciation allowances and in-
direct taxes are not included. Thers-
fore, the only element of cost remain-
ing after the deduction of purchases
from enterprises is the compensation
of government employesy.

Nonprofit instidutions obiain their
receiptz mainly from contributions,
intarest, and dividends, and they
often provide services without equiva-
lent pzyment. In this case also, costs
are used as a basiz for measuring the
value of the benefits provided. These
cests consist of the nondurable geods
and services the institutions purchase
from enterprises, the compensation of
their emplovees, and the imputed
gpace rental value of the buildings
they own for their own use, the last
measured by interest and depreci-
ation. Gross produet  originating
ivalue added) excludes, of course, the
goods and services purchased from

May

businezz and ia therefore equal to
compensation of employees. The gross
product arising from the ownership
and use of buildings by nonprofit in-
stitutions is considered to originate in
the real estate industry, in the same
way Bs impuied gross product on
owner-occupied housing.

Housgeholde employ factors of pro
duction, and thu: create owtput, in
only one special case: the amployment
of domestic service workers, Quiput is
meesured by the compensation paid
to these workers, and this constituteas
the gross product originating in
households. -

In the BEA accounts, the services uf
owner-occupied housing are neot con-
sidered to be produced within the
honsehold. Rather, these servives are
treated as imputed ‘purchases by
honzebolds from fictitionz unincorpor-
ated businesses. The 1mput.ed value of
these services (space rent} is set equal
to the rents on equivalent tenant-oc-
pupied housing. The imputed gross
product of owner-pecupied housing
services i= equal to this space rent
less expenditures for repairs and
maintenenes. Gross product includes -
an imputed net rental income paid to
houssholds by the fictitions business;
this income is the difference between
space rent and the depreciation,
rapair and maintenance expenditures,
property taxes, and morigage interest
incurred by the bugineas.

Rest-of-the-worfd output is mess- *
ured by the net factor ents re
ceived from abroad, including both
the compensation of employees and
property income.

4. Problems of the production bound- |
ary

BEA, in defining current-account
parchases, closely follows the business
accounting practices that are reflect-
ad in reports to the Internal Reverme *
Service, and these practices in turn
determine the production boundary.
Only a few adiustments are made.
BEA reclassifies, a5 capital, certain
outlays that are commonly charged
by business to current expense. The .
depreciation allowances charged for
tax purposes arve revalued to reflect -
economic depreciation. Similarly, in-
ventory changes ave ravalued so that
they mesasure the change in the physi-
cal quantity of inventories valued at
current prices, ”

o
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Questions have, however, been
raised about this production bound-
ary. Soms relate to the classification
of market tramsactions. For example,
when new environmental protection
regulations were introducad, should
the additional expense incurred have
been considered an intermediate cost
of producticn, and thus an intrease in
the pries of existing products, or
should it have been treated as an ad-
ditional output of the system? When
govermnent or howseholds directly
pay the costs of environmental protec-
tion activity, the resources devated to
it are reflected in government or
household consumption expenditures,
and so in GMNP. To some, it does not
seem logical that, merely because the
society has sometimes succeeded in
traneferring the cout of pellntion
ahatement and coentrol S0 the polluter,
the measure of outpnt should be low-
ered. Like government expenditures,
these services are provided to the
public as a whole, rather than to spe-
sific catepories of recipients. To count
them as final outpat to be valued at
the cost of providing them, environ-
mental services provided by enter-
priges would have to be treated in a
way that is parallel to the treatment
of government services, and shown ex-
plicity on the product side of the na-
tional income and produst accourt,

The same sort of question has been
‘raised about services provided to con-
sumetrs without ¢harge by business
through advertising-supported medisa.
Radio, television, and newspapers are
pnmanly supported by a.dvertmmg
which is ireated in the NIFA's {as in
the tax law) as an intermediate prod-
uct. Yet similar services provided by
government or nonprofit  institn-

tions—for example, public televi-
sion—are included in measures of
futpt.

Questions have been rtaised also
about business research and develop-
ment expenditure, which is treabed as
8 current cost. However, it may be
argued that this expenditure repre-
sents a significant part of capital for-
mation, and shouid be so treated.

In contrast to these arpwments,
which lead to extensions of the pro-
duction boundary, others lead to its
narrowing. It has been suggested that
much of what is output in the preszent
accountis is really part of the cost of
operating the sconcmic system. Thus,
many government activities, includ-
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ing police and fire protection, street
cleaning, road maintenance, and gen-
eral administrative costs, may be ¢on-
sidered to be intermediate. Even a
substantial part of household expendi-
turas, including commuting expenses
and medical care, may be mnmdered
intermediate.

The controversy over what is inter-
mediate and what is final product
raises philosophical questions that are
not easily reselved. But the national
setounting  system  should provide
enough information go that different
measures can be congtructed by users
desiring them. This suggests that it
would ba useful to show separately in
the sreounte the categories of transac-
tions about which questions have
been raised, such as those relating to
environmental cost, advertising, and
commuting.

Other questions about the produc-

tion boundary extend beyond matters

of reclassification of market transac-
tionz. In the view of some, it would be
desirable to develop imputations for
some kinds of nonmarket sctivity not
now included in output. It is argued
that housewives’ serviees and do-it-
voureelf activities, for example, make
& contribution to output that shoald
be measured Deing so, however,
raizes many problems. Accursbe and
valid measurements of the quantity of
activity are difficult to obtain, and
valuaticn poges serious conceptual
problems. Should housewives' services
be valued in terms of that they would
cost if they were purchased, or in
terms of what the opportunity cost is
to the person carrying out the activi-
t¥? What differentiates work from lei-
suré, and how should leizuze be
valued, if at all?

The BEA acconnts do include a
nurnber of nenmarket imputations,
guch as those for the value of food
and fuel produced ard consumed on
farma and the rental value of owmer-
oecupied housing and of buildings
owned by nonprofit  institutions.
These imputations also raise problems
of valuation, and it is not ¢lear that
the solutions chosen are always ap-
prepriate. In housing, for exemple,
many owner-occupant costs reflact the
purchasa prices and mortgages of an
garlier period It iz not chwvisus that
the carrent market rental value iz an
appropriate shadowr price in this case,
any more than it would be appropri-
ate to substitute shadow markst rent-
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als for the rents that are acteally
paid for rent-controlled apartments.
The fictitious enterprise device nsed
by BEA to remove owner-occupied
houzing from the household sector in-
troduces a considerable alement of ar-
bitrary judgment. The housshold does
not consider that it pavs itself a
rental-equivalent return as a part of
its consumer expenditures, and con-
trary to what is indicated by the im-
putation, it does pay property taxes
and mortgage interest. The tax pref-
erences relating to property taxes and
mortgage interest would certainly in-
flaence the valuation the owner
places on the return to his home, and
the valuations would be different for
individuals in different income tax
braclets.

I'n view of the inherent difficulties
in imputing values to nonmarket ac-
tivities, it would seem useful wherev-
er imputations are made to recognize
the imputed value ag & different kind
of statistical estimate by sepoaraiing
nonmarket activities from market
transactions in the accounts,

B. Sectoring

It is the sector accounts in the 5-ac-
count summary system—the accounts
for persons, government, and the rest
of the world In its transactions with
the United States plus the implicit ac-
count for business—that have pro-
vided the framework for (1) integrat-
ing economic data from different
sources and {(2) presenting the nef-
work of transactions flows in the eco-
nomic system. As has already been
noted, there have been major changes
in both the supply and use of data
since the sector accounts were devel-
oped, and it is important to consider
the sectoring of the economy in the
context of these changes.

1. fniegration of economic and sociul
data

By integrating data from a wide va-
riety of sources—such =ms: Census
Bureau indusirial ¢ensuses and busi-
ness surveys, the Internal Eevenue
SBervice tabulatiens of tax returns, the
Social Security Administration: re-
ports on wages and salaries, and the
Bureau of Lahor Statistics informa-
tion on employment, wages, and
prices—inte consistent estimates of
transactions flows, BEA has managed
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to construct a comprehensive over-
view of the economy that cannot be
obtained from any single socurce of

bagic data. At the same time, the -

sector accounts show how the differ-
ent peris of the ecomomy reported: on
in different sources are related to coe
another,

The present ser:tnr accounts do not,
however, encompass all economic and
social data; they are concerned only
with cuwrrent economic transactions
viewed at & fairly aggregate level It
i= imecreasingly recogmized that the
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moat promising approaches to. the
broader question of the integration of
economic, secial, and demographic
data are those that take the NIPA'z
as the starting point for a wider data
framewnrk. Working outward and ex-
tending the framework of the nation-
al accounis to accommodaeie new
kinds of data and differsnt levels of
aggregation seems to be an appropri-
ate strategy. The ultimate objective
should be an overall statistical system
that would embrace economic, social,
demographie, and environiaental data

May

at &ll levela of aggregstion. For the
present discussion, it will be usefiul to
focus on the appropriatenass of the
sector acconints e a framework for in-
tegrating the transactions flows in
the NIPA'e with econonnic, secial, and
demographic microdata relating to in-
dividuals, governments, and enter
prises, and to congider how the sector
definitions might be modified to serve
thiz function hetier.

One of the moet sirikking stat.mtmnl
developments over the last 20 vears
has baen the intreasing availability of

The 5-Account Summary System and Jts Relation to BEA's Work

THE "“S8ummery National Incoma and
Product Accounts, 1978" is shown in
table A. This Baccount summary
gystem has two main functions: It pre-
senis measures of production and pro-
vides a summary picture of the eco-
nomi¢ process—ie., the production,
distributian, and vse of the Nation's
output.

The national income and product
account shows three messuares of pro-
duction: grosa national product (GNP),
net national »product, and national

income. GNP iz the market value of
the goods and services produced by
labor and property supplied by resi-
deniz of the [United States before de-
duction of depreciation cherges ‘and
other allowances for business and in-
stitational congumption of fized capi-
tal goods and after deduction of prod-
ucts chavged to expsnss by business.
On the right side of the account, it is
showr: as the aum of four types of ex-
penditures. Net national product is
the net market value of the same

goods and services, that is, it is after
deduction of deprectation charges and
gimilar allowances. National ineotns,
in contrast to both of the product
measures, is a factor cost, It measures .
the income that originates in the pro-
duction of the same goods and zopv-
ices. Ag shown on the left side, it is
the suin of several types of income.
These three mesasures—combing-
tions of net and gross and of market
price and factor cost—ave on a na-
tiomal besis, dencsting production at-
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tributable to labor and properiy sup-
plied by residents of a country. Meaas-
ures on a domestic basis denote loca-
tion in a country of the labor and
property, in contrast to residence of
its suppliers. BEA provides the do-
mestic connterparis of the three
measures just mentioned in more de-
tatled presentations of its estimates.

The pational income and product
account can be viewed as a congolida.
tiom of the production accounts for all
producing uniis. Business units—es-
sentially those that produce goods
ard getvices for sala at & price intend-
ed at least to approximate costs of
production—predominate; they are re-
spongible for aboui 25 percent of
GNP.

The national income and product

arconnt, in addition to showing 2

product and an income measure of
total GNP, provides some information
on the dmtrihuﬂon and use of GINP.
For instance, it shows the part of
GNP that goes to consumers (in the
national income and preduct accounts
(MIPA’s), “persons”) and many of the
incomes—for mstance, wagés and sal-
ariss—that persons receive and uge to
purchage goods and gervices. It does
nat, however, show all the income re-
ceipis of persons; nor does it show all
of the ways persons dispose of their
incomes, 4 similar situation holds for
the other major economic groups (i.e,
gectors), government and Icreigners.
Finally, information is incomplete for
the part of GNP that is seved and in-
vested. The national income and prod-
uct aeccount shows only the part of
GNP that iz invesied domestically,
Among the forms of zaving that make
investment possible, only business
saving iz shown.

SUURVEY OF CURRENT BUSINESS

Arcordingly, there are accounts for
persons, government, and foreipners
t¢ record systematically all the re-
ceipts of these sectors and the disposi-

tion they wiake of theke receipts, and

thers iz an account for the several
forms of domestic saving these sectors

‘generate and the investment their

saving makes possible.

The peraonal income snd ouwtlay ace
count registers income of persons
from all sources—from participation
in produstion or frem {ramsfers—and
its digposition. Pergons consist of indi-
vidusis, nonprofit institutions sexrving
individuals, privete nominsured wel-
fore funds, and private trust funds.
(The last three are viewed as associ-
ationts of individuals) The govern-
ment receipts and expenditerez ac-
count can be regarded as & budget
statement within the framework of
the national income and product ac-
counts, Tt covers Federal and also
State and local agencies except gov-
erapent  enterprises. The foreign
trensactions accouni can be regarded
as an embryonic balsance of payments
gtatament. It covers the transactions
of the “rest of the world” with the
TUnited] States. The gross saving and
invesiment acecount cuts across the
sectors, and shows the saving and in-
veutment of all domestic sectors.

In this Fatcount presentation, in
tarralations smong sectors appear as
counterentries. They are indicated by
the parenthetical nembers following
individual items, which give the ac-
count and line numbers where the
counterentry occurs, penarally in an-
other account.

The summary accounts are essen-
tially a ical device. The fig-
ures shown are ondy the tip of the ice-
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berg. Estimates are available not only
for years but also for quarters and, in
the case of personal income and its
dispogition, for months. For GNP and
its components, current-dollsr meas-
ures are separated into “real”’ meas
ures—i.e., measure: from which price
chenge haz been eliminated—and
meamres of price change. Finally,
most. of the items are available in
much greater detail. For instance,
annual estimates of persopal con-
sumption expenditures are broken
down into about 100 types of expendi-
tures.

More broadly, the NIPA's can be
viewed as the centerpiece of BEA’s
other work in national economie ac-
counting. The other work may be re-
garded as elaborations of the 5 ac-
coumts of the summary system. {1}
BEA's input-output accounts are, in
essence, disaggregations of tha nation.
al incomne and product actount al:mg
industry Iines. (%) Parsonal income,
from the personal income and sutlay
account, iz wstiipated for regions,
Btates, and sub-State areas. (3) Under-
lping the povernment ascount is sub-
gtantial detail on receipts and expend-
itures of Federal, State, and local gov-
ernmrent. {4) The foreign transactions
sccount ia elaborated into balance of
payments scoounts, and supplementesd
by information on foreign investiment.
(%) For the eaving and investment ac-
count, what BEA does iz limited. It
provides estimates of the stocks of
tangible capital, an important compo-
nent of national wealth. Finally,
thers are several areas in which the
accounts are being exiended in partic-
ular directions. For exemple, esti-
mates consistent with the NIPA's are
availabhle for pollution ahatement and
control expenditures,

microdata relating. to  individuals.
These microdata 2efs have come from
2 wide wvarlety of sounces, including
tax records, social security records,
censuges of popuiation anmd hocsing,
and specialized household surveys. In
microunit form, these retords often
contain not only economic data, but
also a wealth of demographic and
gocial data, and they have been used
for a broad range of stodies ralating
to the tax system, social security,
income distribution, amplaym&nt be-
hevior, etc.

Microdata sets for individusls and
houszeholds ofien contain information
on transactions that shonld conceptu-
ally¥ be equivalent to similar tramsac-
tiona in the aggregaie accounts. Yet,
in practice, aggregations of microdata
are often imconsistent with the corre-
sponding naticnal accounts estimates.
Hougeheld gurveys, for ingkance, seri-
ously nnderestimate both the trans-
fers that individusle receive from gov-
ernment and the dividends and inter-
est that they receive from enterprises.
For thiz reason distributions of

income using houvsehold survey micro-
deta alone eeriously underreport
income in both the lowest and highest
brackets of the income distribution,
ralative to that shown for the middle
brackets. Furthermore, it iz difficult
o malke divect comparisons between
microdata for individusls and hovse-
holde and the corresponding data in
the aggregate accounts, because the
personal sector is defined differently
from the universes for the microdata
sate, The BEA aecount con-

‘taine not just households, but alen
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nonprofit institutions serving individ-
uals—churches, universities, . hospi-
tals, end even -insurance companies
such as Blue Cross and Blue Shield.
To afine the macrodata and. miero-
data, the NIFA’s would need to show
separately a household. sector com-
posed zolely -of units consistent with
tha household definition of the Censuy
of Population.

For governmental units, microunit
data are available for the warfeus
agencies of the Federal Government
and the budgetary units of State and
local governments. Thase data corre-
spond clogely to the BEA government
gector when they are adjusted for
such factors as differences between
cazh and accrual aceounting and be-
tween fiseal and calendar years, and
the tregtment of capital transsctions
end intergovermmental transfers.
These adjustments must be carried
out at the microunit level rather than
through the use of bridge tables at
the macrodata [evel, g0 that the mi-
crodata can be used to penerate statis-
tics for intermediate levels of aggrega-
tion that are fully consistent with the
- macrodata zector accounts.

Enterprise microdata are also be-
coming increasingly available. Secnri-
ties and Exchange Comunission quar-
terly financial reporis on corporations
have been available for many years
and are widely used. Other govern-
ment agencies alzo now maintain mi-
crodata seis in computerized form re-
lating to epterprises and their estab-
lishments, and these microdats asets
could provide the basis for construct-
mg mora detailed subsector informa-
tiocn for many paris of the enterprise
setor.

The sectoring and subsectoring of
the economy should take inko consid-
eration both the sources of data and
the poteniial vses of the estimates. In

some instances, established reporting
systeme, some of which already pro-
duce microdata sets, may provide an
appropriate basiz for defining subsec-
tors that are useful for policy-relevant
analysis. In other instences, howevar,
it may be desirable to alter estab-
lished reporting systems =0 that they
can more adequately cover what
would be logical and analytically
useful subsectors of the economy.

It should be emphasized thet the in-
tegration of microdats with the sector
accounis does noit imply that the
gector accounts should be 2lined with
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or ‘derived from any single microdata
sot. The macrodata eccounts, drawing
upon many different sources . provide
the control totmle to which 2 variety
of ‘micredata sets can be alined. . Con.
ceptual consistency hetween  the
gactor accounts. and the corresponding
microunit informationn would make it
posgible to move . 'back and forth
among the diffarent levels of aggrega-
tion and among relsted types of eco-
nomic, secial, and demographic data.

2. The retwork of transactions flows '

The sector accounts have been very
suceessiul in providing an overview of
the transactions flows in the economy
and summearies of the tranesactions
data eontained in the more. detailed
statistical tshles. The amount. of
detail provided has been continually
expanded. -Nevertheless, some ques-
tions can still be raised on the treat-
ment of speu::ﬁc catepories of transac-
tioms.

In some mtance:s, transactions that
are important for particular sectors
are conselidated out of the sector ac
count entirely. For exawmple, private
pension benefits do not appesr in the
personisd  account, becaunse private
pension fund reserves are classified in
the personal zector with the result
that transactions between houscholds
and pensgion funde consolidate out,

In other ingtances, imputations are
made that the transactors of a sector
would not recoghize as transactions in
which they were invelved. For exam-
ple, some of the fringe benefits pro-
vided to households by empioyers, the
financial services provided by banks,
and the inierest earned on the re-
sexves of pension funds are imputed
as part of empioyee compensation or
personal interest income, although
the households to whom they are at-
tributed may be compietely vnaware
of them. Similarly, some of the ex-
penditurez that emplovers make on
behalf of their employess and the
coets of providing financial services to
depositors are recorded as consumer
expenditures, although they would
not ke so considered by the consum-
ing househclds, It has alrsady been
pointed out that for owner-oconpied
housing it is the imputed rental value
that is incdludad in consumer expendi-
ture; the actual transactione ralating
to home maintenznce, property taxes,
and mortgage interest are not.

9

. It iz essentizl to recognize that im-
puted transactions are different in
nature from actual transactions, and
that, for many types of anelysis, com-
bining imputed flows with actunal
transactions flows in the secitor ae-
counts may impede analysin. While
BEA dees provide supplementary
tables showing monetary and impuated
interest flows (BEA table 3.7) and the
imputations in the NIPA's (EBA table
%.8), these tables are rather complex,
somewhat bewildering, and difficult
to relate to the traneactions flows re-
corded in the sector aceounts.

The question of whether a given
transaction should be considered to be
imputed does not always have an un-
ambigucus enewer. Some transactions
that are not actually made by a miven
transactor would nevertheless be gen-
erally recognized as transactions n
which he is engeged, albeit through
an agent. For exampla, even though
an empleyer acte as the tazpayer's
apent in withholding ineome taxes
from wages and paying them directly
to the Internal Revenue Service, it is
appropriate {o consider fazes with-
held as actually paid by the employesa.
Simailarly, income reported on wage
and tax (W-2) statements, which are
used to repert employee income for
tax purposes, includes, in principle,
some wages in kind {eg., food, ¢loth-
ing, and lodging Farnished by the em-
ployer). It i appropriate to include
their value in both wages and con-
sumer expenditures. Yet, similar
ltems may be provided in sun::h a form
(eg., expense account meals, uni-
forms, hotel expenses) that the sm-
ployee would clearly exclude them
from both income and consumer ex-
penditures, For some kinds of fringe
benefits, furthermore, employees may
be completely unaware of the costs in-
volved, or consider them “public
goods.” Thus, recrestional facilities
provided by an emplover would not
generally be considersd by employees
to enter wither income or consamer
expenditures.

The decision on classifying a trans-
aetion as acinal or irnputed will, in
the lagt analysis, depend largely on
how thase invelved view it. This view,
in turn, will depend on such institu-
tichal factors as Internal HRevenue
Service rulings and withholding . as
shown on payroll records, and on the
general awarcness of the actual costs
ang benefits by the transactors in-
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volved. Merely because it is occasion-
ally diffieult to draw a precize line
does not mean, however, that such
distinetions ghould not be made. For
many kinds of analyeis the distinction
is important, and it should be slmrwn
in the sector accounta.

C. Integration of Current and
Capital Accounts '

The BEA S-account system includes
& gross saving and investment ac-
count. Its gross capital formation con-
gists of only two elements: {1} gross
private domestic investment, which
appears as a final ezpenditure in the
national income and product account,
and (2) net forgign investment, which
appears in the foreipn tranzactions
sccount as the difference - between
payments to, and receipts. from, for-
eigners. Ita saving items are more nu-
mevour and sormewhat more complex.
They ‘are the net saving carried out
by each of the sectors, capital con-
sumption allowances, and additional
items consisting of the difference be-
twesn waps acceuals and  digburse-
ments, capital grants received by the
United States, and the statistieal die-
Ccrapancy.
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The zross saving and investment
account completes the donble entry. of
trapeactions flows in the Saccount
system, showing all of the items thet
are not balanced by entries in the
other four accounts. For example,
groza private doméstie investment is,
in the national income and. product
account, a zale by tha producers of
capital goods; it is not balenced by a
purchase in the current accounts, hut
by a purchase in the gross seving and
investment account. The saving in
aarh sector corrent account s the
portion of current Income not used for
current outlays, and, -accordingly,
there is no balancing tramsaction in
the current accounts; the balancing
entry iz in the pross saving and in-

" vestment account.

Gross pnvata ‘domestic investment
ia defined in the BEA accounts as the
suin of the ﬁxadaapmtalgoods {sdrae-
tures and producers’ durables) pur-
chased by private domestic businegseas
plus the change in their inventories.
Investment encompasses only what is
embodied in the value of reproducible
tangible assets. Thus, an avchitect’s
fees ambodied in the cost of o building
are included, but research and dewvel-
opment expenditures, which are not
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embodied in any parficular physical
agmet, ave not.

The BEA definition of gross capltal
formation. is resiricted to purchases
by private domestic business, i.e., ne
capital formation is Tecognized for
cither pgovernment -or houscholds:
Government - purchases' of structures
and durable goods are treated am cur-
rent expenditures. Househcld pur-
chases of residential structurcs are
considered- to be purchasss by ficki-
tisvy vnincorporated antaeprisae, and
8n appear in business capital forma-
tion. - Household purchsses of aunto-
maohiles and other durables are trest-
ed as current sxpenditures.

The sector saving figures, which are
derived as residusl balancing items,
heve po iramsactions content. Whils
the tfransactors in the secters de
engage in capital transachions, these
are not shown in the BEA aceounts

5. Capita! formation of government
end koasefiolds

The netional accounting systems

used by mogt internationa! organiza-

tions, az well as those used by most

countries, do provide for government

capital formation. In all of these sys-

THE "“Summary of Flow of Fands Ac-
counts, 1978, shown in teble B, is
like the S-account summary of the na-
tional income and product gecounts in
that it is essentially a pedagogical
device, It can be used to explain the
structure of the flow of funds (FOF
accounts and te indicate the kind of
informetion available within the FOF
systam.

The FOF accounts were developed
at the Boasd of Governors of the Fed-
eral HReserve Systemn beginning in
1947. They are designed to show the
interrelationships of financial activi-
tiez in the [1.8. econcmy and the rela-
tionship of these activities to nonfin-
ancial activities. They can be viewed
as a direct extension of the BEA
income and product structure into the
financial markets, with the purpose of
establishing dirvect linkage between
BEA estimates of saving and invest-

Flow of Funds Accounts

ment and the associated lending and -

borrowing activities. The FOF ac-
counia show only a minimum of infor-
metion on income, saving, and capital
expenditures, and primarily record
changes in financial assate and lisbil-
ities,

Table B is a sector-by-transactions
matrix. In the colurmns, financial sec-
tors are broken out and detail shown.
Each column is' a sector acocount; en-
tries are uszes of funds (U) and sources
of funds (). In the rows, for financial
tranzactione, which are detailed in
rows 14-48, uses of funds are dealings
in & claim as an asset (eg., for a
housshold, a deposit in & commercial
bank) and sources of funds are deal-
ings in a claim 83 a liability (e.g., for
a household, a mortgage borrowin
Each row is & market account for a
transaction category, showing all pur-
chases of asseks by the several sectors

and all imcurrences of liabilities by
the =eversl sectors. Tha balance of all
finaneial transactions that are uses of
funds snd ell financial transacticns
that are sources of funds i& net finan-
ctal investment, which appears for
each sector in row 11. The noofinan- '
cial iteins are gross saving (row 1) and
net private capital expenditure (row
5). The defipitions for these items
differ from those for corresponding
items in the national income amd
praduct accounts, as iternized in foot- -
noies to table B,

The two basic constraints in the
matrix are that (1} for each sector,
total investment—-net private capual
expenditures plus net financial invest-
ment—equals gross saving, and (2) for

g)." each row, the sum of all uses of funds

equals the sum of all sources of funds,
In the interlocking stracture of the
metrix no one cell can be changed
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without changing at least three
others: one in the same secior colwmn
(because gach use of funds must have
a source within the same sector), one
in the same row (becanse each pur
chage of an asset is also an incurrence
of a liahility), and at least one other
for the corresponding column and a
gecond row (because an incurrence of
a liakility is & source for that column
for which there must be a use in an-
other row). The interlocking structure
enhances the utility of the sector and
market information, making it possi-

ble to trace linkages between saving
and investment and the associated
lending and borrowing.

The FOF presentation of which this
matrix i3 a summary provides gquar-
terly tables of time series for sectors
and transactions categories. At the
most detailed level, there are 26 sec-
tore and about 45 financial transac-
tions categories currently availeble.
Parallel to the information on flows,
there is a swmmary matrix of stocks
of financial claims outstanding and
time series for sectors end transace-

Beares: Federnl R rm Beard of Qoverners,

tions categories. These regular pre-
septations are asupplementad by
annual balance sheets for the private
sectors of the economy in which fangi-
ble assets (using BEA estimates of ve-
producible assetz) and land are com-
bined with finenciel amets and liabil-
itjes to produce measnres of the total
position and net worth. Stock-flow
reconciliation tables accompany the
balance sheats.

Note—For more informeation, ses Board of
Governeta of the Fodural Reserve System, Jne
imdusiion o Flow of Funde (Waghington, D.C.
Board of Governors, Juna 1080).
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tems, the construction of buiidings,
the purchase of dursble goods end
the aecumulation of strategic inven-
tories by the government are consid-
ered to be capital formation. {Defanse
goods, however, are penerally consid-
ered to be  current expenditures,
whethar diwable or not) BEA does
identify Federal as well as State and
local government expenditures for
structures and durable goods, and has
generated, by the perpetval inventory
method,  estitmates of the stock of
these assete and the related capital
consumption. Although these stock
and capital consumption estimates
have not az yet been incorperated in
the BEA acecunts, ne major account-
ing problemn prevents their incorpora-
tion.

For households, a8 was suggesied
above, tmuch cant be said for treating
the purchase of ownerocoupied
houges as a capital franvaction of
households. Among the advantages is
that owner-occupisd houses could
then be counted as an asset in the
balance sheet of households. The nec-
essary data exist in both macrodata
and mierodata form. For congumer
durables also, the firures exist. BEA
has computed the stock of these
assets, the capital ¢consumption aliow-
ances for them, and the value of the
serviess they provide.® The stock and
capital consumption data are in fact
incorporated in the flow of funds
table on capitzl transactions of the
housshold sector, and if would be rei-
stively simpla to incorporate them
into the BEA accounts.

From an analytical point of view,
information on povernment and
household eapital formation and
stocks is useful Ffor many probleme.

B Arnad J. Eatz and Janica Peskin, “The Valae of
Serviceg Frovided by the Steck of Consumer Durgbiles,
1947-77; An Qppoctunity Coot Measars,” Simvey oF
Corment Bueiktss 50 wfuly TH80L
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Estimates of government capital for-
mation are particularly important for
internaticnal comparisons.

2. The noture of capital accooniy

Capital accounts can be viewed ae
having three components: (1) halance
sheets, which record the stock of
asseis and liabilities; (2) capital trans.
z¢tions accounts, which record trens-
actions in asseis and labilities; and
(3) revaluation sctouwnts, which record
the change in the valoa of exicting
agsets and liabilities dus to poice
changes. Year-tovear changes in the
balance shest can be fully accounted
for by thanges recorded in the capital
trangactionz accoumts and in the re-
valuation accounts. Because the dif-
ferent components of the capital ae-
counis are closely related, it is tmpor-
tant that they have the same cover-
sge, be bszed on 5 common systemn of
clasgifieation, and empioy consistent
valuztion principles,

The question of valuation s pai-
ticufarly difficult. A number of differ-
ent valuations could be used: histori-
fal eosmt, corrent market, constant
price, or discounted stream of future
returns, Historical cost valuation has
the advantage of reflecting the trans-
asction values relevant to the decimon
to acquire an asset or liahility. Its dis-
advaniage iz that the valuation on
the halance sheet is dependent on
when & particuler ssset or Liability
was acgwired and how prices at the
time of acquisition differ from present
prices. Valuation in current market
prices may, in some cases, be more
difficult to estimate, but it ia usually
moye meaningful. Market valustions
are generated in two ways: (1) by ad-
justing acquisition cost (and depreci-
ation in the case of assets) to reflect
the price changes that have ocourred
since the acquisition of the assets and
liabilities and (2) by directly observing
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prices of particular assets and liabil-
ities in the enrrent period. Constant
price valuation of certain balance
sheet itermns is ales useful for many

types of analysis, for insiance, analy-
siz of changes in the quantity of tan-

gibles owned by a sector.

Finally, economic theory sug:g'esbs
that assets and liahilities could be
valued in terms of their discounted
expected future returns. However, the
streqm of futore returns would have
fo be estimated and appropriate dis-
cottiat rates would have to be selacted.
Because of the uncertainty attached
ta both of these, estimates of dizcount-
ed expected future returne ave diffi-
cult to make snd to interpret. He-
cauge different individuals have dif-
ferent information available to them
and wvelue tisk differently, the eati-
mates of present value of expecied
future raturns will vary. Further.
more, ohnee discounted future reforng
are admitted a8 a basis for valuing
tangible assets, it becomes lopical to
count ay an asset anything that is ex-
pected to produce such a stream of
future returns, so that the scope of
what must be considered capital is
greatly expanded. Human capital {in
formns such as education and work ex-
perience) and rights ta income {such
ag pensions and insurance, social se-
curity peyments, snd welfare and
health benefits) would 2]l need to he
included, althowgh as pzsets they may
have no current market value and
usually eannot be transferred. On the
Yiabilitiea side of the aceount, future
expected costz such &8 mainienance
and even future expected illness
would have to be allowed for. In light
of these considerations, it is reason-
able to suggest that, for intangible
aszats with no market value, it is illo-
minating te estimate value based on
discolnted future returns, but it must
be recognized that these valyations
are diffarent from market valuations.
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Aﬁnex' 1, Financial Intermediaries in National Accounting

THE treatiment of financial interme-
diaries iz—and for many years has
been—one of the most coniroversial
jssues in national sccounting. It iz
gene-ra]ly recopnized that the resolis
of applying fo finavicial intermediar.
ies the principles of messurement ap-
plied . t¢ nonfinancial enterprises ara
unacceptable. The market value of
-their gales ig sither difficult o identi-
fy or i5 not considered to be a correct
meagure of the velue of their outpat.
The aliernatives proposed or used
rely on measuree of cost. The product
of financial intermediaries I3 consid-
erad io be equal to the contribution of
the factors of prcduchun they employ.
Thiz contribution, in turn, iz usuelly
measured on a net hagis: Receipts are
deducted froro the corresponding cate-
gory of factor payments.

The resulting measures of produc-
tion, however, are designed to derive
a national aggregate, not to reflast
the actions of ihdividual tratssctors.
From the viewpoint of the individual
transactor, these measures often do
not present & recognizable picture. If
the mactoatonomie actounting system
is 1o function as an aggregation of mi-
croecanomic - accounts, some reconsid-
aration of the freatment of financial
intermediaries 15 needed This annex
compares the treatment by BEA with
the treatment that wouid reflect the
way the transactions would be record-
ed in individual transseter accounts.

A. Fire and Casualty
Insurance

Fire and casualty insorance iz pur-
chasad by businesses and households
as protection against the possibility of
Inss, Premiums are paid to insurance
companies, which, I turn, use these
fands to pay the claims of the insured
auffering ivsses and to cover the costs
and profits of the companies.

In the BEA accounts, the purchoase
by business of fire and casualty insur-
anece is treatad on a net basis, e, the

'

claims paid to business are sizbiracted
from the premiums paid by business.
This nat premium payment, of course,
equals the pro-rata share of the coeis
and profits of the insurance cornpa-
nies. Losses relating to fized capital
due to fire and casualty are recorded
in the national income and product
geeount as . “accidental damage to
fixed capital” as part of capital con-
samption allowances. (Losses not re-
lating o fixed capital are recorded in
gavaral other ways.) Thus, for busi-
nesses g8 A4 grong, the understatement
of the ingurance premiums that busi-
ness payes i3 offset by an equal over-
statement of capital comsumption, so
that profits remain unaffected.

In the actnal accoenis of business-
es, these transactions would be re-
corded differently. (1} Insurence pre-
miums paid would be a2 cost of goods
and services purchused from other en-
terprises and would not be netied
against claims. (2) The claims re-
ceived, and also the losses they ofisst,
would be recorded in the capital ac-
counts. Mo entry would be mads in
capital consumplion allowances for
accidental damage to fixed capital.

The BEA treatment would be inap-
proprigte for the sccounts of individi-
al transactors. Businesmes ing no
damage to. their fixed capital would
record the premivm actually paid.
Busineszes suflering damage, howev-
#r, would record “met premiums,” ie.,
preminms paid less claims received,
which could be a gizable negative
flow, and the damag‘e would appear as
a large item in capital consnmption
allowances, These distortions are due
partly to a questionable separation of
current from capital trangactions in
BEA’s accounts and parily to a will.
ingness 0 deal exclusively with con-
solideted accounts for businesses as a

group.
Recording thege transactions ag
they are geen by individual! transac-
tors would not alter the measure of
total GNP. However, it would result
in & dezline in the product originating

in bugiresses buying insurance, be-
causa the cost of insurance would be
measured by total premiums rather
than net premiums. This decline
would be ezactly offset by an increase
in product originating in the insor-
ance sector, which wonld now mess-
ure output by total, rather than net,
premiums. Claims pald out would re-
flect that portion of the insurance sec-
tor’s autput that is paid over to claim-
ants, much in the same way that divi-
dends represent payment of profits to
stockholders. The transactor approach
thus recognizes that, at the microdata
level, total premivms paid by a busi-
ness are a current cost of operation,
and damage to fived capital and
claims paid with respect to it are ad-
justments to the capital account.

Purchases by households of fire end
casualty insurance are treated in the
BEA acconnts in a manner parallel to
fthe treptment wvged for husiness.
Houssholds pay “net  premiums,”
which equal their pro-rate share of
tha costs and profits of the insurance
companies. However, from the trang-
actor's point of view, it is the iotal
premium thal represents 2 consamer
purchase, and claims veceived are =
capital transaction. The BEA treat-
ment, by combining a major capital
receipt (claim received) with & rela-
tively minor curreni outlay (premium
paid), distorts an individual house-
hold’s aecount. Unlike the case of in-
surarce purchased by business, how-
evay, the use of the transactor ap-
proach for households would result in
ak increase in total GNP, because
consumer purchases would reflact
total, rather than net, premiums peaid,
and this ineresse would, in turn, in-
crezge the outpnt of the insurance
companies without any offsetting de-
crease  elsewhere. Thin quicome iz
quite consistent with opportunity cost
and utility theory. What housshalds
purchasa iz protection against capital
loss, and the cost of the protection for
the individual transactor consisis of
the fell premium payment.
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B. Health Insurance’

Health insurance premiums may be
paid to health Insurance carriers by
employers as fringe benefiis for their
smployees, or they may ba paid by
houszholds directly. The benefits paid
congist of direct peyvments to doctors,
hospitals, and other providers of
medical care and of direct payments
to beneficiaries for reimbursement for
ont-of-the-pocitet cost of medical eare.

Premiums paid by employers for
health insarance are, in the BEA =c
counts, “other labor income™ received
by emplcyees. On the ontlay side of
the personal account, employees pur-
chaze (1} the services of health insar
ance carriers as measured by premi-
ums less henefils, and {2) medical care
sevvices as measursd by payments to
providers of medical care.

From the employee's paint of view,
health insurance provided as a fringe
benefit i8 not actual money income, It
does not appear cn his wage and tex
(W-2) gtatement; in most cases, em-
ployees are (uite unaware of the
amount of the premlum the employer
pays. Although this fringe henefit
could be considerad imputed income,

for any specific employee its valua-

tion poses serious prohlemns, and the

proper vzlue might bear little or no
relation to the premiums paid hy the
emploper. For example, the valus of
the insurance to A single person may
well be less than to a family, and
young employees might value it loss
than older employess. There does not
seem to be more justification for this
imputation than for imputations for
subsidized meals, parking, use of ex-
pense accounts, recreational facilities,
and even pleasant working conditions.

For the costs of services of the car-
riers and medical care services as
measured by payments to providers,
allocation of what is shown in the
BEA accounts to individual housge-
holds would give a grossly distorted
picture of actual income and expendi-
tures. For individuals who were not
sick, an imputation of the “average
cost” as income aidd expenditure
would be an overstatement—they did

1 The disetmcion thet follaos i in tarms of commor-
ciul health sorviern and of medical care vt heapital-
ization beoadite. Nonprofit grganications, jocluding
workmeh's companeation funds, dre nak discioaed, Boc
ara income loes benelitd.
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in fact have no health expenditures.
For individeals who did recsive medi-
cal care, theéir imputed incowme and
sxpenditures would be understatad by

-use of an “average cost.”

To replicate the accounts of individ-
ugl transactors, employers should be
recorded 2z purchesing health insur-
ence g @ fringe benefit for their em-
ployees; this trangaction showld not
appear in the employess’ accounts.

;' The health insurance indwesiry, mn

turn, should puarchase’ medical care
from providers of such services. This
treatment wonld yield the same esti-
mates of GNP and product originat-
ing by industry as the BEA ireat-
mend,

FPremiums paid by mdwu:!ua!a for
health insurance are nof recorded in
the BEA accounts as consummer ex-
penditures. Instead, the consumer ex-
penditure for health insurance is the
costs and profits of the corriers; the
cost of the medical care individaals

Teceive 15 a separate consamer ex-

penditure.
Ta replicate the accounts of individ-

»nal transactors, the full premium

should be recorded as the purchazer’s
expenditure. As in the case of house-
hold purchases of fire and casaalty in-
surance, this shift ko a transactor
hagis would result in 2n jhcrease in
{3INP. The increase would be equal to
the difference hetween the premiuins
paid and the costs and profite of
health insurers and the ensta of medi-
cal care. Such an increage in GNF is
justifiahie becanse the premiums paid
hy households represent a purchase of
Ealth security that guarantees medi-
CAre.

C. Life Insurance?

Life insurance premiums, like
health insurance premiums, may be
paid aither by an employar for their
emplayess or by a honsehold divectly.
For the former, BEA treats premiums
as other labor income. -

When an individual pays the premi-
um, it 35 noi entered in the BEA ae-
counts ag a consumer expenditure;
only the expenses of the lifé insur-
ance companies are considered con-

2. The diptusaion that follows i pameraily applicable
& indaiinkd pamHon Munda,
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sumer sxpenditure. In both cases, in
terms of standard [ife insurance acf-
counts, the difference between the
premiums actually paid less expenses
charped as conshmer expendituze
equala benefits paid plus profits of the
life insurance oompanies plog the
change in their reserves less invest-
mment income earnsad.

‘In order to record premiums sas
they appear to individual transactors,
it muet first be determined whether
the tranasctions affect the individ-
ual’s balanee shesi. For term . insore-
gnce, no -cash surrender value or
equity I8 built up, and from the indi-
vidual's point of view the treetment
should bs the same as for casualty in-
surance. [f an employer pays the pre-
mium, the payment is a fringe bens{it
and should not enter the employee's
meome. Those whe do directly benefit
in the current period are those who
are paid the claims Claims paid in a
lump sum should be recorded in the
capital accounts, together with other
estate trenmsfers. Annoities should. be
vecorded as current income reveived
by bhouseholds. Individusl purchases
of term life insurance should be treat-
ed in the accounts like houwsehold pur-
chases of other casualty insurance.

If life insurance premiums result in
an increase in the equity of individ-
uals, this increase should be reflected
in their balance sheets and cwrrent
accounte. The appropriate measure of
the increase in an individual’s equity,
however, is the increase in the cash
surrender value of hig policies, not a
prorata share of the total reserves of
life insurance companies, Further, a
portion of the preminms paid by indi-
viduals represeate saving in the cur-
rent sccount, and this amount, too, is
best measured by what actually ac-
crues to him—the change in his cash
surrender walue. Aside from these
congiderations, the premiums paid for
whole life insurance and the claims
paid should be recorded in transactor
accounta in the same way as de
geribed for term life insurance.

D. Interest

The BEA accounts employ the con-
cept of “net interest’ Interest re-
ceived by enterprises is netied against
the interest they pay. Af least two ra-
tionales for this treatment can be of-
fered. It can be argued that intersst is
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i apayment for a factor of production,
and pet interest represents the net

amounts of this factor used by enter- -

prises. Alternativély, it can be argued
that. interest pavments are not factor

payments, but- like dividend pay-

ments, represent a transfer of the
income earmed by an enierprise to
those having a ¢laim on it. According
to. elther rationale, interest received
is derived from the productivity of
other enterprises, and should be ex-
cluded from the measuvement of the
output {income originating) of the re-
ceiving enterprizse. Thia exclugion can
beat be accomplished by omitting the
intereat reteived from the produoct
side of the account and subtracting it
on the incorne side from interast pa.id

For fnancial ipstitutions whose in-
terest. receipts exceed interest pay-
ments by substantial amounts, this
procedore resplts in negative product.
Ag @ conssqoence, it has been found
usaful to recognize that depository in-

stitetionz provide services, instead of -

paying interest, to their depositors,
and thess services, ir effect,  consti-
tute impated interest payments. Such
imputed payments are vatued at the
cost of providing the services. Once
the imputetions sre introduced, the
nat interest approach regults in an
income originating measore for these
financial institutions that equals their
costs and profita,

The United Nations system does
not formally adopt a net interest ap-
proach, but, becanse it separates pro-
duction acoounts from appropriztion
accounts, the effect is the same. In
the production ac¢count for an enter-
prise, the eperating surplus iz 2 resid-
tal reftecting the difference between
gales receipts and the costs of sales. It
reprezents that part of factor income
that is carried over to the appropri-
ation account whers dividends and in-
tereat are added to derive the total
amount of income available for distri-
bution. The disbursements side of the
appropriation account shows the pay-
ments made. Because interest trans-
actions are not recorded in the pro-
duction account, they do not anter the
measurement of output.

1, Enlerprise interext

In the accounts of individual enter-
priges, net intarast received is not cus-
tatnarily netted against interest paid.
In computing operating surplus, an
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enterprise might exclude interest re-
ceived, bat the purpose would be to
separate normal business actmty
from f'mam:ial activities.

From the point of view nf an indi-
vidual enterprise, it wouid be more
logical to treat intevest transactions
iike rental recaipts and payments. On
the receipts side of the account, rents
ave treated ms the sale of services, and
on’ the outlay side, rents are an inter-
mediate purchase of services from
other enterprises. This procedure re-
sults in a correct measure of product
origivating in rentsl traneactions in
the enterprise sector. The excess of
renda paid by the enterprise sector
over romts received by .it is rents re-
ceived by households. To convert
these rents into a messure of product
originating, the renial expenses are
deducted from grees receipts. This re-
sidual item is called “rentel income of
persons.”

Under a treatment similar to thst
used for rental transactions, inlerest
received by enterprises would be con-
sidered a sale of services, and interest
paid by enterprises to other enter-
prisez would be considered an inter-
mediate purchese. The excess of inter-
egt paid by the enterprige sector over
interest received by it is interest re-
ceived by households. To convert
these interest iransaciions intc a
measure of product oripinating, any
costs inentred in connection with the
lending would be dediteted before the
payment of “interest income to per-
sons."”

It has been argued that interest
should not be treated as an intermedi-
ate purchase, because this wounld mis-
represent the “trne” messure of value
added, or income originating, in an
industry. This reasoning has =also
been applied 0 rental payments. For
example, production function analysis
may require a measure of capital
goods used, irrespective of whether
owned or relited. However, it does noé
follow that the NIPA's should be con-
structed solely with such analysis in
mind; what an enterprise’s gross prod-
uct originating should repressnt is
the value that s added fo contribu-
tions of other enterprises. In addition,
it would be extremely difficult to re-
congtract snterprise accounts to treat
ranted and owned capital goods sym-
metrically. To do ao, it would be nee-
esgary to impuie the costs of owner-

15

ghip, including sach items as manage-
ment coste and taxes, to the using en.
terprine.

The transactor approach to interest
would alter the pattern of prose prod-
uet originating. It would reduce the
gross product of the antorpﬂses that
borrow, smd correspondingly increase
the gross product of the enterprises
that lend, One of the major conse-
quences would be that gross product
of depository ingtitutions, without im-
puted interest, would be exactly equal
to what i= now computed including
imputed interest. The reason is, of
courge, that the interest received by
depository insgtitutions would be a sale
of goods and services, and on the cost
side, interest peid would be an inter-
mediate purchase, leaving in gross
product originating exactly what is
now in the BEA accounts. This ap-
proach does not reqguire the abandon-
ment of the imputation for depository
services; it does require, however,
that the imputation be justified on
grounds similar to those thal might
justify imputations for television,
radio, and the media, which are paid
for lergely by advertising expendi-
tures.

2. Consumer interest paymenis

In the BEA personal account, the
interest treatment exciudes congumer
interest {rom consumer expenditure;
it iz treated as a transfer. However,
for the individual borrewer, the ex-
tension of credit is & usefu] gervice,
and it i purchased like any other
consumer service. In many cases, in-
terest charges are implicit in higher
prices where credit or charge privi-
leges are granted. Paradozically, if a
congumer buys at a lewer price for
cash and borrows to finance the pur-
chase, the interest charge is, in the
national accounts, excluded From con-
sumer expenditures. If market valu-
ations and opportunity cost are to be
uged to represent the value of goods
and services, there ig no reasgn frowm
the individual transactor’s peint of
view to exclude consumer interest as
a purchase of eredit services.

The exclusion of consumer interest
payments from consumer expendie
tures iz uzually based on one or more
of the following arguments, which are
vartapts of the same theme. First, it
may be argued that no productive re-
sources are invoived in the loaning of
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money. Interest vepresents only & e
digtribution of income, and je not in
itself a factor of production. Second, it
megy be argued that no production has
taken place, and, 88 a consequence,
there is no opersting surplvs ont of
which interest can be ppid, In both
cases, interast peyments are consid-
eéred transfars rather than purchases
of services. Finally, it i sometimes
argued that consumer interdst is “un-
productive,” in much the same sense
that Adam Smith argued that the
sarvices of dernestic servants WeTe nn-
productive.

3. Government [nterest poyments

The BEA accounts also exclude gov-
ernment interest from purchases of
gervices. The exclusion is an old and
nniversal (if not honorable) tradition
in mationsl aseounting The origing?
Jjustification was tnade for World War
I debt. It was argued that interest on
government debt incurred for a past
war should not give rise to output in
later periods. The National Accounts
Raview Committes in 1358 gemerally
supported this argument, but raised a
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question about the debt of State and
local governments, which has often fi-
nancad capital agsets, such as schools,
providing current services, With re-
spect to the BEA accounts (as opposed
to those of most other countries), it
has elso been argued theat, because
government durebles are not capital-
ized and mre not conmidered to pro-
duce inrome, no real capital services
are performed, and it would thereiore
be mappmpmte. to include a measure
of these astvices,

BEA's treatment of govarnment in.

terest is at variance with the general
principles underlying iits system. In a
market econorny, services purchased
gra considered to represent ouiput,
even if they are in gome sense wasted,
asmwagingwm.Thus,unadues'nnt
ask whether a governmeni employee
perferms a service; the fact that he is
peid iz taken as an indication that the
service exists. A similar argument
can be made that if intersst is paid,
then credit services exist.

The difference petween a transfer
payment and the purchase of a serv-
ice rests on the nuestion of whether a
service is performed in the current
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period, not on whethe:r ‘the service is
used. Thus, a pension paid to a vetar-
an differs from the pay of & soldier in
that no services ave provided in the
current period by the veteran, whére-
as the pay of the soldier represemis
services made available, Whether the
gervices are 12ed is considered irrele-
vant.

. Based on these principles, the hold-
e1s of government bonds are provid-
ing services fully as much ps if they
had purchasad corporzte bonds, and
government interest payments shouid
be recorded as the purchase of serv-
ices, Furthermore, becatse  govern-
ment debt is fungible, it is not appro-
priate to distinguish hetween debt in-
curred for war purposes, for coumber-
cyclical measures, or the purchase of
government durables. Those interest-
ed in meesuring “economic welfare”
¢an jrapute any deduction they wish
for what they copgider to be the non-
productive use of government credit—
or for that wmatéer any cther nonpre-
ductive use of reavurces, itke the “re-
grettable necessities” mome analysts
have tried to identify. But this is
analysizs, not accounting.
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Part I1. The Integrated Ecunnmic
Accounts

A. The Relation of the
Integrated Economic Accounis
to the BEA System

The integraied e¢onomic accounts
(TEA's) prezented in this report do not
constitute a new system; rather they
are a further development of the BEA
eystem. The changes that “were made
can be classed in five broad catego
ries. '

1. Modification of the sectoring

A few ralatively minor modifica-
tions of the sectoring of the BEA
system were mads. The most ilmpor-
tent is redefinition of the personal
sector to exclude nonprofit instita-
tions. This redefinition leaves the per-
sonal income and outlay nceount with
only the income and outlay of individ-
uals and households. Defined in this
way, it corresponds in principle to the
group of transactors represented by a
comprehensive microdata  set  of
households.

Another sectoring modification sets
up the enterprise sector and ita sub-
sectors  explicitly. The enterprise
gectar is not shown separately in the
BEA b-mecount system, altbough BEA
provides national income by legal
form of organizetion (BEA table 1.14)
and, in other Eables, additional trans.
metions detail by industry for both
corporate and noncorporate  enter.
prises. The sectoring and subsecioring
used by the Federal Heserve in the
flow of funds  accounts corresponds
clagely to these BEA classifications by
legal form of organization. By combin-
ing the BEA and Federal Eeserve
classifications, a consistent system of
sectoring and subgectoring can be de-
veloped, as shown below.

Enterprise soctor

Nonfinancial
Corporate nonfarm
Nancorporate nonfarm
Farm
Government enterprises
Nonprofit institutions

Financial
Monetary authority
Commercizl banking
Other banking

IT=DEE O = B = )

Pensions and insurance
Government financial agen-
cles
MMher financial ingtitutions
Hougeheld secior
Gorernment sector
Federal
State
Local
Rest-of-the-world sector

2, Redefinition of capital formation

The definition of capital formation
it broadened to recognize capital for-
mation by households and govern-
ment. This change does not pose
either statistical or enalytical difficul-
tiez. BEA now compiles stock and
fiow estimaies of government and
household outlays for structures, du-
ralles, and inventories in a form that
can be divectly inteprated with hoth
the current accounts and the balanece
sheets.

3. Separation of nunmerket ackivily

Impnted wvaluations of nanmarket
Aciivity, e.p., the rental value of
owner-ccclupied housing. are very dif-
ferent in nature from iropuied valn-
ations that reflect actual transactions,
e.g., the cost of providing imputad fi-
nencial gervices. As noted earlier, the
vaiunation of nonmarket activity is
speculative, and generally must be
based on analogy with the market
value of similar activity taking place
elsewhere in the economy. Nonmar-
ket imputations aleo pose fwo other
types of problem. First, it is difficult
to decide just where to draw the pro-
duction boundary; there is increasing
pressure to include such things as
changes in environmentsl conditions
and the nonmarket activity teking
place within the household. Second, if
imputed valustions for nonmarket ac-
tivitiee are combined with actual
transactions in the accounts, the ac
counts may be less useful for fiscal
and monetary policy. An appropriate
solution to these problems would be
to show the nonmarket imputations
that are included in the accounts sep-
arately from the actual transactions
Hows. Ino the [EA’s, the following ac-
tivities are shown separately as non-
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market imputations: (1) nonprofit
building rent, (2) owner-occupied
housing, (3) margins on owner-built
homes, (4) honschold durables con-
sumed, (6) farm income in kind, {6)
government durables consumed.

4  Reclaysification of inbersectoral
franaections flows

Sector accountz generally record
transactions in which the transactors
of that sector are directly engaged. As
has besn noted, however, BEA has
some imputations that ehow indivect
involvement by a secter in the related
market activities of other sectors.
These imputations, while useful for
some ivpes of analysis, do obscure
actual transections flowa. For many
purposas, it is unrealistic to impute to
individuals transactions about which
they hawve little or no knowiedgs.

In light of these considerations, the
[EA's recoxrd transeciions in  the
gector accounts in a way that reflects
the aciual flows that occurred. First,
for the holder of insurance and pen-
gipm rights {hoth for private and gov-
srnment employees), the JEA's record
the incresse in cash value in his ac-
counts, rather than the total in-
creases in reserves accriing to the in-
sarance companies and pension funds.
Second, many fringe benefits provided
by employers to employees are treat-
ed as a form of “public good”; this
treatment relegates the influence of
these benefits to the same category as
other situational variables like pleas-
ant working conditions, rather thap
treating them == part of the smploy-
e2’s income or expenditure.

Third, transactions relating to
owner-occupied housing (ie., housing
repairs, property taxes, and morigage -
interest paymments) are recorded by
the IEA's in the housshold current ac-
count rather thaa as activities of an
unincorporsied business enterprise

' Finally, the assets and liabilities held

by estates and trusts are considered
to be held by finencial institutions
and only the net equity in such es-
tates and trusts is reflected in the bal-
ance sheets of households.

& Esgteblishment of integroted current
and capitnl aceounts for sectors

Teo consiruct a consistent integrated
system of accounts that includes
stacks of structures, durables, and in.
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ventories in the balance shests of all
sectors, expanditures for these assets
must be. designated as capital transac-
tione in all sectors and excluded from
sector comsumption expenditures. Thea
BEA gystem must be altered to show
an explicit separation of the current
and capital sccounts of households
and government.

By definition, capitzl transsctions
refor to changes in assele—financial
and tangible—and liabilities. But cap-
ital #ransactions are not the only
gource of chenges in belance sheets;
revaluationa are ancther zource. For
thizs reason, explicit secior revaluation
accounts are useful. The ravaliation
accounts torether with the capiial
tranaactiona accounts show all of the
changes in the value of assete and li-
ahilities on the halance sheets,

B. Current Accounts

There are five current accounts in
“the IEA's, and, with the exception of
the sccount of the entarprise sector,
each iz similar in structure to its
counterpart in the BEA summaty 5-
account system. For the four accounts
for which there in a BEA counterpart,
annex 2 reconciles the iteme in the
IEA’s with the relaied iterne in the
BEA accounts. (In the BEA =system,
an account for the enterprise sector is
not shown eeparately) Some of the
transactions flows differ, howsever,
and these differences will ba de-
scribed in the following review of the
transactions content of the major line
items. For esach account, its structure
ie brought out by explaining a “basic”
acoornt, i.e., an actount thet presants
transactions fliows in highly aggregat.
ed form. Then there follows & descrip-
tion of the account in the full tranmac-
tions detail that brings out the rela-
tion among the sector accounts. The
five carrent asccounts and a table
showing the relplionship among
major apgregates for 1969-80 are

shown in annex 3.

L The GNP acconnt

The GNP account drawn up for the
IEA’s corresponds closely to the BEA
national income and product account.
Its zole, however, is somewhat diffar-
ent. Because an explicit enterprise
sactor account bas been introduced,
the GNP account is no longer needed
as part of the balancing system of
sector acrounts. Ingtead, it providem
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an overview of economic activity de-
rived by consolidabing the sector cur-
rent accovunts.

The basic aecount—<Tabie 2 is in
three segments, In the first, the right
side of the account showa the final
uses of the grosy domestic product:
current conswmnption expenditures,
gross capital formation, and net gales
i the rest of the world. The left side
shows the charges against gross do-
mestic preduct. Two sources of gross
product are given: enterprizses (includ-
ing government enterprises and non-
profit institutions) and government.
Government product is shown net
rather than gross becavse it does oot
inelude any allowance for the espital
consumption of government stroc-
tures and darables,

Gross domestic product ig defined
as the output produced within the ge-
ographic boundaries of the United
8tates. In addition, U.8. enterpriges
and individual: may be paid factor
income by the reat of the world or pay
Tactor income to the rest of the world,
These net factor incomes are shown
on both sides of the account, on the
right, measaring output, and cn the
left, measuring income; they consti-
tute the difference betwesn gross de-
mestic product and GNP, which is
shown in the second sepment. The
third eegment shows the imputsd
outlay and imputed income that arise
from including nonmarket activity in
output. and income,

Table IE4 11, The Gross Noftonal
Product Account—Thiz table gives
content ¢to the broad aEgrezates
shown in table 2. The definitions of
some of tha flows in the GNP account
of the TEA's are significantly different
fromm thoge in the BEA national
income and preduct account. Current
consumption expenditures (JEA 1.1
line 1) and gross capital formation
{lina 12) sre differant from BEA’s
definitions of., respectively, personal

consumption expenditures and gross
private domestic investment,

For current conmsumption expendi-
tureq, it should ba noted, first, that
enterprise ronsumption expendltum
{TEA L1 line 2) are explicitly recog
nized, and consist of (1) employee
beneafits in kind, (2) nonprofit benefits
n kind, and (3) fimencial services in
kind. The IBA's treat employes bene-
fits in kind {line 3) as expenditures
made by employers on behalf of their
employees, Nonprofit benefits in kind
{(line 4) are included by BEA as part
of personal consumption expendituras
because BEA's persons]l sector io-
cludes nonprofit institetions. When
nonprofit ingtitutions are removed
from the housshold sector, the bene-
fitz they provide must be shown sepa-
rately, Financial services in kind (line
5 in the BEA accounts are recorded
ag imputed interest paid to individ-
vals and povernment and, congequent-
1y, a5 ezpemditures by them. In the ,
IEA’s. these imputations are excluded
from both the income and the expend-
itures of houssholds and government,

Sscomd, the rcurrent consumption
expenditures shown for households
(IEA 1.1 line 6} and government (ine
9) exclude these sectors’ expenditures +
on capital formation. The items in-
cluded in the BEA expanditures but
excluded from current consumplion
expenditures in the IEA's ave fnr
households, durable goods expendi-
tures (line 19) and change in inven-
tories (lime 20} and, for government,
expenditures on structures (line 22),
expenditures on equipment (lipe 23),
and change in inventories (line 24).

For capital formation, the IEA con- |,
cept of gross capital formation (IEA
11 line 12) is, of course, very much
larger than BEA gross private domes-
tic investment, becausa it includes
both  houschold capital formation
(Iines 19 plue 20) and government cap-
ital formation (line 21) Enterprige +
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capital formation (line 13}, however, is
somewhat smailer than BEA gross
private domestic investment, because
owner-oceupied houses, which BEA
congiders to be business investment,

Sample Table L.1—Gross National Prodisct

Account
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have been raclassified to be part of
housahold capital formation (line 18),

MNet gales #0 the rest of the world
(IEA 1.1 line 25) differs from BEA’s
net exports of goods and services in
that it axcludes net factor income
from the rest of the world Showing
the latter (line 29) separately makes
it possible to show both pross domes-
tic product (line 28) and GNP (line
3. BEA thows gross domestic prod-
uet only in the supporting tables.

Table IEA 1.1 shows imputations
for nonmarkei activity separately
{line 21) from the measurements
based on market {rapsactions, to
permit the expansion of monmarkei
imputations without ohscoring analy-
=is of other trensactions. In addition
te the imputations made by BEA, im-
putations have been made for the
services of consumer durables {ine
37) and the capitai consumption of
girnctures and durablezs owned by
governanent {ling 4. Estimates of the
value of these items are available in
BEA's work on nonmarket activity
end on stocks of tangible capital
ssgets. The other imputations are as
eatireated by BEA for table BEA 3.8
The services of cwner-occupied hous-
ing {Jine 35), for example, is egual to
BEA's imputed space rent of owner-
oceupied housing less the costs of its
repair and maintenance, Household
expenditures on repair pnd maints-
nance are excluded becauss they are
already in market consumplion ex-
penditures. Similarly, the margin on
owner-built houseg (line 36) is shown
as an imputed expenditure by house-
holds,

The charges against gross domestic
product (IEA 1.1 line 68) are divided
into those arising in spterprises (line
422} and in goverament (line 54) The
breakdown for enterprises shows how
the product generated is allocated
among compensstion of employees,
net interest, properictors income,
rental income, net dividends, indiroct
taxes and nontaxes, corporate praffts
taxes, surplus of govermment enters
prises, and net transfers (lne 43-51)
Enterprise gross saving (line 52) is de-
termined residoally, and shows ihe
portion of enterprise product that is
nof paid ot to other sectors. Receipls
of enterprises not arising from their
productive activity (e, intereat, divi-
dends, and transfers) have heen
nattad against the same category of
payments made by enterprises, follow-
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ing the BEA practice. The BEA statis-
ticel diserepancy (line 53) has been al-
located to the enterprise =sector.
Charges against government product
consist entirely of compensation of
employees (line 55). This treatment
acrords with the BEA definition.

Net factor income from the rest of
the world (JEA 1.1 line 57, egual o
line 20} constitutes the difference be-
tween the charges against gross do-
mestic product {dine 56) and the
charges against GNP (Iine 60). Simi-
lar charpes against imputed nonmar-
ket gross product (line 61) equal im-
puted nonmarket cutlays (ine 31) and
represent the difference between the
charges against GNP (market transac-
tions) (line 600 and the chasges
against GNP (market and nonmarket
transactions } (line TIh

Tuble IEA 1.8, Relalion of National
Income Net Naiional Product ond
Clross Mational Product.—This table
gives the transactions fows that add
up to national income and the adjost-
mentz needed to derive net national
product and GNP. Because this tsble
bheging with the net agpgregates at
Eactor prires (in contrast to the gross
aggregntes at market prices of the

Sample Tablke 12.—Relation of Natlonal In-
comie, Nai National Product, aond (ross Na-
tinmat Product
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preceding table), enderprise income
originating (IEA 12 line 1) differs
from charges againat enterprise grosg
product in that indireci taxes, net
" transfers, current surplus of govern-
ment enterprises, capital consumption
allewances, and the statistical dis-
ceapaney are axcluded. It ghould be
noted that retained enterprise income
is equal to enterprise gross saving
minuz enterprize capital consumption;
these concepts are explained helow in
connection with the enterprige cor-
rent account. Government income
originating (line 9 and net factor
income from the rest of the world
{line 11) ars the same a8 in table TEA
L1. Imputed income originating (net)
in nonmarket activity (line 14} in-
cludes the items included in national
income by BEA plus the net imputed
valae of the services of conetimer do-
rables (line 18). Consequently, nation-
al income (line 20) is lzrger than
BEA's pational income by the amount
of these services.

Net nsfional prodest at market
pricez (IEA 1.2 line 28) is obtained
from national income by adding indi-
rect taxes,. enterprise iransfer pay-
ments {net), net surplus of govern-
ment enterprises, and the BEA statis-
tical discrepancy, and subtracting
suhbsidies (lines 21-25),

Finally, the difference between net
national product at market prices and
GNP (IEA 1.2 line 33) is capital con-
sumption allowarnces (line 27). GNP a5
ghown here exceeds BEA's GIF by
the srmount of gross income from con-
sumer durakles (ines 12 plus 31) and
capita]l consumption of government
gtroctures and durables (line 32).

2. The enterprise cutrrent Goooknt

The current account for the enter-
prise sector represents & consolidation
of the production accounts for all en-
terprises in the eccnomy. “Enter-
priges” inciude not only corporate and
noncorporate private businesses, but
also government enterprises and pri-
vate nonprofit institutions.

' The basic account—In table 3, the
right side of the account shows enter-
prise gross product in terms of the
net sales to different sectors of the
economy. These saler represent the
market value of output produced by
the enterprise sector, and include cap-
ital purchases and changes in inven-
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tories as well a8 purchases for surrent
consunption. The left side of the ac-
count, ahowing enterprise carrent
outlays snd gress saving, iz identical
to charpes apainet enterprize gross
product - (JEA 1.1 line 42} On both
sides of the account, market transac-
tions and nonmarket imputations are
ghown separately. Nonmarist ont-
lays, by definition, squal nonmarket
sales. '

Table IEA 110, Enterprises Gross
Froduct Account.—The elements of
enterpriga gross. product (market and
nonmarket) (TEA 1.10 line 30) have al.
ready been discussed in Gonnection
with table TEA 1.1. The components of
enterprise currsnt cutlays and pross
eaving (line BE), however, Ere given in
congiderably greater detail here s0
that they articulate with the transac-
tions flows in the other sector ac-
counts. Compensation of employees
(line 31}, for axample, i& broken down
inte five transactions flowe (lines 32-
37): wages and salaries {paid to house-
holds) social insurance contributions
(paid to government); pension and
other payments {paid to households);
benefits in kind (provided to house-
holds); and compensation paid (o the
rest of the world.

MNet transfers (IEA 1.10 line (1) ara
sormewhat more complex and include

a number of quite different compo-
nents. Transfera paid {line 62] consist
of bad-debt allowances for uncollecta-
bla gecounts receivable from house
holde (line 83) and nonprofit henefits
in kind (line €4). Transfers received
{line 85) are funds received by enter-
prises that cannot be classed as sales
of goods and services. These are:
household contributions to nomprofit
institutions, government grants to
nonprofit  institutions, interest and
dividends received by nonprofit insti-
tutions, and subsidies to enterprises
(lines §6-69). Additions ta government
pension and retirement reserves (ling
T0) are considered to be transfers to
enterprises because the pension and
retirement schemes are wsually oper
ated &2 government or private non-
profit enterprizes; consequently, gov-
ernmént penmion and life insurapce
reserves (line 81) are also incloded in
the enterprisa sector. ,
Enterprise grose seving (IEA 1.10
line 71) is residuaily determined, and
copgists of that part of enterprise
gross product that iz not pald ont to
others. The derivation of retains cor-
porate profits (ine 72) is shown ex-
plicitly: It equals the book velue of

- corporate profits with adjustments for

inventory veluation and for capital
consiimption, less pavments of net
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corporate  dividends and corporate
profits tazes (lines T4-78). Capital con-
sumption allowances (line 74 do not
include capital consumption on build-
ings owned and occupied by nonprofit
institutions. For this remson, the rs-
tained [ncoma of nonprofit instito.
tions (line 30) is gross. Additions to
pension and life insurance reserves
{ine 81) are shown as part of enter-
prise gross saving; this treatment con-
trasts with the BEA practice that
puis these reserves partly into person-
al saving in the personal income and
outlays account, and partly into gow
ernment sarplus in the government
receipte and expenditures aecoumnt.
The remaining components of enter-
prise current outlays and gross saving
have already been discussed in con-
nection with table IEA 1.1

Subsectoring —As part of the pro-
jeect, gross product accounts were pre-
pared for the enterprise subsectors
shown on page 17. In preparing the
estimates, unpublished detail in BEA
worksheots was osed; for some flows,
enterprise sector flows were altocated
on the basis of information in the In-
ternal Reverue Service Sigtistics of
Income. For the most part, the subsec-
tor tranasstion detail #ollowe that
shown for the enterprise sector as a
whole, It in seine cases, trensactions
flows were combined For ezample,
subsidies were netted against indivect
tax gnd nontax payments, and bad-
debt allowances and statistical dis-
crepancies ware combined with other
adjustments.

3. The household curvent account

There are four major differences be-
tween the current account for the
househald sector in the TEA's and the
BEA personal income and cutlay ac-
count. First, the incomse and expendi-
tures of nonprofit institutions are ex.
cluded. Second, expenditures on con-
sumer durables and change in inven.
tories are treated as capital, rather
than curpent, and thue are excludead
fromm the household surrent account.
Third, as already nated, a number of
transaction flows relating to fringe
benefits provided by emplovers, pen-
giong and insurance, and owner-occa-
pied housing have been reclassified
Fourth, a number of market snd non-
market Imputations are excluded
from both income and expenditures.

The bosic account.—In table 4, the
right gide ghowe the typea of income

21

that households receive, and the left
pide shows their gross current outlays
and gross saving, Gross saving in this
aceount is, of course, a residual; if
shows tha portion of the total income
recaived bir households used either to
aoquire assets (financial or tangible)
or to discharge liabilities. -

Toble IEA 140 Househald Current
Inepme and COutley Account —Pay-
ments by enterprises to households
and honsehold psyments to- enier
prises (including contributions to non-
profit institiutions) have already been
discassed in connection with the en-
terprise current account. The new
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transactions in this account are those
between honseholds and the govern.
ment, and between households and
the rest of the world. The povernment
paye wages and salaries (IEA 1.40 ling
8) and makee transfer payments (line
18) to households, and receives from
houschailds tax payments (line 35 and
personal contributicns for social in-
suranca {line 4005

The rest of the world paye wages
and ealaries to houwseholds (IEA 1,44
Ine 4), and recaives purrent consump-
tion expenditures (lines 30 plus 23)
and transfers (line 43} from house.
holds. Mo .interest and dividends are
received directly by houscholds from
the rest of the world; rather, thay are
considered as being yeceived by enter-
prises and in turt paid out by them

to households. This procedure doss

not affect the amount of net interest
paid by enterprises (the same amount
is added end subtracted), but it avoids
tha somewhat difficult astatistical
problein of determining whether in-
terest or dividend pavmenis by the
rest of the world are made to busi-
nesgas or individuals,

Hougehold gross eaving (IEA 140
line 44) iz quite different from BEA
perscnal saving. The exclusion of im-.
puted interest on pensiop funds apd
life insurance reserves and of employ-
er contributions for pension funde and
life insurance removes rogt of the in-
crease in life insurance snd pension
fund reserves from gross household
saving. Increases in the cash value of

iong and life insurance held by
houscholds, however, are included as
part of household income, and thus a
part of househeld saving. The altered
treatment of owner-cecapied housing
alsc hae a suhstantial impact. Imput-
#d capital consumption ellowances on
. owner-oocupied housing, which BEA
treats as part of business capital con-
‘sumption, are included as a part of
household gross saving. The elements
of the imputed rental value of owner-
oceupied housing that reflect market
outlays, such as repair and mainte-
nance costs, morigage interest, and
property taxes, are in household out-

4, It could be argued thet swoe of the taxes that
housahelds pay At o “Gurrant” outlays, amd
shuuld mak be recorded in their currant seosunt. For
axample, fcom the viewpoint. af hosseboldam, paymant
of satate taxms i a capital tracdmetion in the caplos]
secount To presarve comparabflity with the BEA a=
counts, hoveevey this modificetion wad aet msde heare.
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lays. The net imputed rental income,
however, is excluded from both house-
haold market income and market owt-
lays. Finally, the ezclusion of expend-
iturss on consumer durables from care
rent consumption expenditures leads
to an estimate of bouasehold gross
gaving that is much larger than per-
scnel saving ss messured by BEA.
Gross gaving is the residual in the ac-
count. Capital consumption allow-
ances for owner-occupied houses (line
48) and durable goods (line 47) are
identified within this total; tha re-
mginder is net saving (line 48).

In addition to the market transac-
tions, imputed nonmarket gross
income and outlays are shown for
owner-accupied housing (IBA 140
lines 18 and bl), marging on owner-
buiit houzes (lines 21 and 52), house-
hold durables (ines 22 and 63), and
farm income in kind (dines 25 and 54).
It would be possible, of course, io
extend the estimates of household
nonmarket activity further, and pro-
vide imputations for, e.g., housewives'
gerviees and de-it-yourself activities.

Subesctoring —Subsectoring of
household eurrent income and outlays
hes not been underiaken in the IEA's.
However, betaugse the househeld
sector 18 now defined a= coincident
with the vnivarse of houssholds, mi-
crodata could be used w develap
househald subsectors defined in terms
of sociceconomic groupings. In effect
this subsectoring i3 being carried out
in work on micromodeling the tax,
health, and welfare gystems.

4. The government current occoitnd '

The major difference between the
carent actount for the government
gactor in the JEA's and the BEA pov-
ernment receipts and expenditures ac-
count is that expenditures fer strug-
tures and durabies are treated aa cap-
ital, rather than currant, outlays.

The basic aecounti—In table 5, the
right side shows the receipis of the
government, and the left side shows
its current outlays and gross saving.
Grosz egaving In this ascount, as in
athers, is a residual; it shows the por-
tion of povernment total receipts that
5 not spent as currenit expenditures
for goods and Bervices, net interest, or
&2 transfers and subsidies. Imputed
nonmerket income and owtlays arvise
from the capital consurnption of gov-
ernment structures and durables.

Table IEA 1.50. Government Cur-
rent Income and Oullay Account—
The only transactions that have not
alveady been discussed are thoee be-
tween the government and rast of the
world. These are the from
the rast of the world {(IEA 1.50 line
23), sales to the rest of the world (line
24), interest paid to the rest of the
world (line 28), interest received from
the reat of the world {line 34), and
transfers paid to the rest of the world,
net (line 43),

The gross saving of the government
sector is larger than the government
surplug shown in the BEA govern-
ment sector account beganse pup-
chases of structures and dursbles are
excluded from current expendituras.



Moy

Again, gross savity 2 a reeidual. It
may be subdivided into capital con-
sumption allowances and het saving,
Subsectoring.—Current income and
outlay accounts were prepared for
Federal, State, and local governments.
Thesa aecounts represent a deconanli-
dation in which the transfers between
i various levels of govermment are
: made explicit. Subsector accounts
cowld also be constructed for specific
States or for local governments in dif-
farent regions, and, alse, for some pe-
rinde, by type or size of local govern-
ment. The micrpdata in the Census of
Governments provide the basie gource
for Btate and loea! governments. For
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amounts of detail are available by
sgency and by program from the
Oifice - of Management and Budged
and the Treasury Department.

5. The restof-theaporld ewrrent ac-
counk

The current account of the rest of
the warld shows the transactions of
enterprises, houscholds, and govern-
ment with the rest of the world.

The bogie aecount—In table 6, the
right and left sides show, respectively,
the paymenta to and receipis from the
rewt of the world. Except that factor
paymenis are shown separately from
the other imports and exzports of
poods and services, the categories are
identica] with those i the BEA for-
elgn transactions account. As in the
BEA sccount, net foreipn investmant
iz rasidually deterrained.

Tabie IEA 160 Resi-of-the-World
Current Account—Quly net foreign
investment (IEA 1.6¢ line 39) and cap-
ital grantz received by government
(line 18} are new transactions.

C. Capital Accounis

Just as the GNP account shows
how the output of the Nation can be
derived from current transactions, the
capital accounts for the Nation show
how wealth—to be exact, changes in
wealth—can be derived from capital
transactions and revaeluations. The
structure of the capital accounts is
brought out by exzplaining a set of
“hasic’” accounts for the Nation. Then
the capital accounts for the Nation
and for the sectors, which are shown
in annex 3 for 1969-80, are described.

Ag noted earlior, capital accounts
can be viewed as having three compo-
nents: balance sheets, capital transac-
tions accounts, and revaluation ac-
counts.

The bagie capital accounts.~-Table T
implements thie view of capital ae-
counts; it shows the end-cfvear na-
tional balance sheets, for 1977 and for

Sampla Table 1.60.—Rest-of-the-Workd Current
Aeeant
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1978 (columps 1 -and 4), and the

changes in balance sheet antries .

during the year 1978, in a capitsl
transactions accouni {column 2} and
in a revalvation account (column 8).

The halance sheels show the assets,
liabilities, and net worth of the
Nation. Four types of assets sve dis
tingurished: (1) reproducible asseis, in-
cluding structures, durables, and in-
veriories, (2) land, (3) gold and foreign
exchapge holdings (including special
drawing rights), apd (4 fived-claim
assets, such as currency and deposits,
bands, and mortgages. This last cate-
gory of asseis equala fized-claim li-
mhilities. In effect, the fixed-claim
assets and liakilitles show tha fixed
claims that trapsactors in the econo-
my hold against each other, and, be-
cause the gational balance sheet
covers all seriors of the economy, the
sem of these fixed cleims when
viewed as assetr will be equal io the
sum when viewed as lisbilities. In
practice, the statistical estimation of
fixad-claim aszats and liabilitias uti-
lize differeni sources, mnd therefore
usually will reguit in  differsnd
amaunts being reccrded as assets and
liabilities. For this reason, a statisti-
cal discrepancy item has been inelud-
ed az & part of fixed-claim liahilities
toe bring the totals into balance.

Net worth represenis the value of
national wealth and s equal o total
assetz minus fixedclaimn liahilities.
Bacause fizedclaim liabilities by defi-
nition egqual fixed-claim sacseds, ns-
tional wealth equals the sum of repro-
ducible assets, land, 2nd gold and for-
eign exchange holdings.?

The

the nat capital tramsactions that have
teken place for each balance sheet
category, For reproducible assels,
they reflect the net capital formation
of the economy. No el capital trans-
actions are shown for land, because
the amount of land porchased is
equal to the amount of land sold;
thers is no chenge in the total
amount of land owned by the scono-
my a3 g whole. The holdings of gold
and foreign exchange can change,

7. Az wei noted in the decusalon of the valuaton of
capital in part L it would in printiple be pomiile 10
impute & valee Iop intangihle capital=—mach 43 human
capital—in the balantd shesl Such s Hapatation
could be handied n the balance shest In B manner
paralle] to that supgested for ippatalions Mot nonmar-
Toat stivity £ tha ¢ucrent asconnia

SURVEY OF CURRENT BUSINERS

howevey, atd the net change in these
holdings sppears as the net capital
tranaactions for this category. Simi-
larly, holdings of fixed-claim assets

May

and-liabilities can change; thue an in-
crease in currency and deposits is an
incresse in the asdets of those owning
them, and an equal increase in the li-

Sampls Tablo 2.1.—Capital Avcoikite Fay the Nation, 1977-T8
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ahilities of the financipl aystam. Tha
net capital transsctions recorded for
fixed-claim assets and liabilities are
those reported in the Federal Beserve
flow of funds accounts. Finally, the
change in net woith is the sum of the
net ~ accumulation ~of - reproducible
aseets and of holdings: of gold and for-
eign exchange, and net saving.

The revaluation account records the
change.in the value of assets and net
worth due {0 price changes during the
year. Because balance gheeis are
stated in current market values, re-
valyations can also he looked at as
the difference between previouz and
current valuations. For land, all
change in value ie considered to be re-
valuation. When ' mprovements in-
erease the value of land, the improve-
ment. ate congidersd part of capital
foimation and are included with re-
producible assets. Fixed-claim - assets
and lisbilities are considered by defi-
nition to be fixed in valua, so that no
revaivation is made. Nevertheless,
the actual markei valves of some
flixed-claim amsets and liabililies do
thenge For example, the market
value of bonds fuctuates with the
rate of interest despite the fact that
they represent a fized capital sum.
Because the sum 15 payable in the
future, its present value depends on
the rate of inderest. For the accounds
presented here, however, this type of
ravalvation bas not been included.

Table IEA 21, Capital Accounts for
the Nation —Reprodueible assets,
land, and net worth are shown classi-
fied by the sectors owning them, and
financial assets and labilities are
listed hy major type. The sector detail
provided for net worth weflecis not
only the net worth that originates in
& given sector, but aiso the transfers
of equity to other sectors. For exam-
ple, households own equities in many
diffarent kinds of husinesses, in es-
tates and trugts, and in pension and
insurance funds (as well as directly in
tangible assets or net fixed-claim
assets), Enterprise sector net worth
hea been adjusted ta reflect transfers
of such equities to housahelds, and
government pet worth has been sd-
justed to reflect the transfer of its
pengion and insurance reserves to the
penzion fund subsector of the enter-
prise sector.

A74-000 0 ~ B2 = 4

SURVEY OF CURRENT BUSINESS

2. Capital accounty for sectors

Sector balance sheets, like the bal-

ance sheet for the Nation, show the
four types of assets balanced by fixed-
claizn liabilities and net worth. In ad-
dition, howaver, sach sector aceount
shows, as a part of the msseis of the
sector, the equities it holds; in the ne-
tional hbalance sheet, equities are
shown a3 component elements of net
worth. The sector deconsolidation for
1978. ic shown in table 8. Aside from

25

the additional detail provided for eq-
nitiag, the total holdings of assets and
liahilities for enterprises, households,
government, and the rest of the world
add up to the same figures as appear
in the balance sheet for the Natjon.
The deconsolidation of net capital
formation is needed in order to yeflect
fully the actual capita! transactions
in which the sectors of the economy

{Continued on p AR}

Takle §.—Hector Balance Sheeta, 1975
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THIS annex presents four tablea that
show the relationship of the items in
the four aceountz of the BEA angd [EA
gystems that are comparabls. The
tables contain entries for sach TEA
line. Additional detail is given to
make the content of the item evident.
A geparate colutnn shows the BEA ap-

Eregates.

A key to the references, in-

cinding the few that are not pub-
lished BEA esiimates, follows:

BEA

BEA national income and
product  estimates. For
104798, The National
Income and Produet Ae-
counts of the United Siotes,
1335-78" Statistical Tables.
For 1%77-84, Sumvey or
CurreNnT Busmiesz and Ne-
tronal Income and Produck
Aecegunity, 1876-78 The
number afier “BEA" is the

SURVEY OF CURRENT BUSINESS

Annex 2. Reconciliation Tables

BPA

FF

HS

&

‘BEA table

number; the
number after “L” is the
line number. _
BEA Balance of Payments
Accounts. The number
after “BPA™ iz the table
number; the number after
"L iz the line number.
Federal Reserve Board
Flow of Funds Acecunts,
The number after “FF is
the flow of funds code.
Historical Statistics of the
United States, Colonial
Tirnes to 1375, The number
after “HS" is the geries
number, _

Tape on capital stock data
provided by BEA.

Data on income gize distzi-
bution provided by BEA.
The number after “JS" is

the table number; the
number after “C” is the
eolumn number, .

Arnold Katz and Janice
Pegkin, "The Value of Serv-
ices Provided by the Stock
of Consumer Durables,
1949777 An Opportunity

Cost Measure Smmvey,
July 1980, The pumber
after "KP"” ia the table

nunber; the number after
¥ ja the column nuamber.
Data provided by Raymond
Goldsmith  relating to
wealth accumulation of
nonprofit orgamzatmns

The abbreviations used in the tables
are; BEA, Bureau of Economic Analy-

sis; IEA'E, In

Economie Ac-

connts; GNP, Groas National Product;
ROW, Reat of the world

Reconciliation Tabbe 1.--Fhe IEA Groea Matlenal Product Account (Table 1.1) and tw BEA MNational Income and Predwet Account, 1973
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Reconclliation Toble 1.—The IEA Groas Natiomal Produet Arvpount (Table 1.1) ani the EEA Natiomsl Income snd Prodect Accoant,
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Reepneiliation Table 2.—The IEA Howsehold Currant Ineome and Qutlny Accownt (Table 1.48) and the BEA Personal Incoras and Outlay
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Annex 3. Cwrrent and Capital Accounts for the Nation and for Sectors, 1969--80
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Table 1,2 —Relation of Hational Incows, Net National Product, and Gross Nationsl Froduoet
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Conkinuad from p. 38!

engage, and to permit the computa-
tion of balance sheat values for repro-
ducibla sssets by the perpetual inven-
tory method. An example of the ac-
counting entries involvad iB given in
table -9, for equipment owned by en-
tarprises.

The book wvaluee of the gross stock,

shown in column 1, line 2, iz the .

starting point. It is the accumulated
cost of equipment at time of purchase.
To thiz is added revaluation of the
stock (line 3), the difference between
these hook value figures and the
value of equipment in 1977 prices.
The result is the velue of gross stock
in 1977 prices, ie., the gross stock at
current value {line 4). Next, a dedue-
tion i= made for accumulated capital
consumption. The book value of this
capital consumption i& in line 5, and
these figures are revelued to 1977
prices in line 6. The figure for the
current value of the nei stock of
equipment in line 1, which is the end
product of the compatation, & the

gamne as that for the end of 1977 in-

colamn 1, line 9, of capital accounts
for the Nation {table IEA 2.1).

Column 2 shows the capital transac-
tiona durieg 1978, Line 2 is gross capi-
tal formation, shown as the expend:-
tures by enterprises on equipment in
table IEA 1.1. No revalization is re-
quired for this current-vear expendi-
ture, so the same fipurs is repeated in
line 4. Capital consumption and its re-
valuation (lines § and 6) are compo-
nents of the capital consumption and
the capital consumption adjustment
gshown in table IEA 1.10. The rsault is
nat capital formation (line 1).

Column 3 shows revalnations
during 1973. The revaluations are
composed of two elements. The first is
the value of the capital stock that is
retired or discarded (line 2) during
1978, and. its associated accumulated
capital consumption {line 5 both in
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book values. 'The secend is an adjust-
ment that is required to bring the
gross capilal stock and capital con-

" sumption valued at 1977 pricss to the

prices of 1978, For the gross stock,
this 197740-1978 revalpation ig shown
in line 8, and for capital consumption
in line € Lire 1 is change in the
pgiﬁﬂfﬂi&hﬂt:&ﬂkﬁ*ﬂmlﬂ‘?‘?ﬁ
1

Addition across the table—and-1977
values plus capitat transactions plus
the revaluations—vields end 1978
gtocks at net cuarrent valus, pross
book value, and gross current value in
lines 1, 2, ard 4, of column 4.

D. Estimates in Constant
Prices and in Constant
Purchasing Power

The IEA's record Eransactions and
corresponding belance sheets in the
current prices of each period. Howev-
er, some purpoees, such az compari-
sons that involve the messurement of
changes in output over time, require
the use of constant-price estimmates.
The BEA implicit price deflators ara
nged to obtain GNP in constant prices
in the [EA's {(annex 3, table IEA 1.3).
In a somewhat similar manner, it is
possible to meke constent-price esti-
mates of the stock of reproduclble
aseets. The BEA jmplicit price defia-
tors are used to obtain constant-price

estimates for these assets in the JEA's
(annex 3, table IEA 2.2).

The technique of using specific
price indexes to derive constant-pries
aztimatas cannot be applied to all cat- |
egories of flows and stocks. In many
cases, meaningfl price measures do
not exist. Nevertheless, it is still
tigeful to consider changes in the pur-
chasing power of gpecific income flows
or stocks of wealth over time. Al-
though currency and bank deposits do -
not have prices, it is generally recog-
nized that their purchasing power
grodes with increases in the general
tevel of prices. For assets such ag cor-
porate stock or land where price in-
formaticn is available, it v reagsopable
to psk whether the incresse in value
has besn greater or lezs than the .
change in porchasing power. Helders
of mssets that incresse in price faster
{more slowly} than the general level
of prices can be considered to be
making a real capital gain (loss).

In developing estimatas in constant
purchasing power, the GNP implicit ~
price deflator way used as a measure
of general purchasing power to de-
flata the assets and ligbilities held by
the various sectors. The resulis are
ghown in table TEA 238 of annex 3.
The revaluations shown for each ele- ,
ment of assets, liabilities, and net .
worth in this table reflect changes in
the relative price level, and thue real
revaluations..



. May . SURVEY OF CURRENT BUSINESS 49

¢ Part I1l. Saving, Investment, and
' - Wealth

l THE IEA's have introduced three e  CHART 1
+ modificatfons that can be viewed as Gress l‘.'apml Fermation a-:l fress Sauing. 1947-80
, extensions of BEA's Saccount system.  smond _
First, capital accounts have bean inte- ;
grated with the current accounts. Jt is
now possible to see how current trans-
actions generate gross saving, how
_ gross saving is reflected in capiial
trangactione, and how capital transec-
i tions, together with revaluations, se-
count for changes in the balance
sheet. Second, the [EA's have modi-
fied the sectoring and recording of
transactions so that the national ac-
“ gounts san serve as a framewnrk for
. both macrodata and microdata. As a
result, the accounte facilitate a wide
range of analyses: analysis requiring
bighly disaggregsted date relating to
spacifie proups or specific regions;
analygie requiring the introduction of
social and dermographie information;
+ and apalysis requiribg the linkage of
micromodels to mecromodels using
girnulation technigques. Third, non-
market activity has been distin-
guished from market transactions.
This separation allows the inclusion
of pew types of information witheut
disTupting the present usefulness of
the accounts. :
Of the three extensions, only the in-
-troduction of capital acconnis signifi-
cantly changes the overview of the
ecorromy. This change comes about
. partly because of the egtablishment of
eapital acoountz for houwseholds and
government and partly because of the
integrration of new kinds of informa-
tion that permits a better understand-
ing of how saving, capital formation,
and revailuations are related to the
process of wealth accumulation. This
part will present a brief discussion of
the resulting picture. The trends and
cyclical bahavior of capital formation
and saving by sector are examined
first. Then the focus narrows to the
houschold secior, for examination of
the roles of saving and revaluation in
the accuwmuiation of wealth and of tha 1847
changes in the components of the bal- |, o o, Boaem ot somic soyus 41
ance sheet.
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S GHART 2
Cumnlative Change In Hossehold Net Worth and Net Saving, 1947-80
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A. Capital Formation and
Saving

According to both neoclassical and
Kaynesian economics, prodacers hire
factors of production, sell thejr
output, and purchase capital goods,
end consumera receive income, pur-
chease consumption goods, and supply
saving. The financial system is viewed
a5 the instrument for translating the
saving of consuraers into the capital
formation required by producers.
Thus, the theory iz cast in functional
terms. In practice, however, &3 intér-
preted by analysts and policymakers,
these functional activities acquire in-
stitufional characteristics: Production
and capital formetion are identified
with enterprives, consumption snd
saving with households, and financial
intermediation with the {inancial

51 &5 &7 & oToTd TP e

L g o

system. Enterprises are not viewed as
savers, and households are not consid-
ered to engage directly in capital for-
mation.

The BEA NIPA's do not fully re-
flect thia functional view of the eco-
nomie system. The chief deviaiion
from this view 13 that gross saving is
recognized in the buziness sector, in
the form of capital consumption and
retained corporate marnings. On the
other hand, household szving is con-
sidered to include the accumulation of
pension funds even though house-
tioldes have neither ocontro? over nor
access to these funds, and the pay-
ments of pension benefits consolidate
out of the system altorether. Glven
these accounting practices, it is little
wonder that the somewhat shmplistic
efforts by economists to analyze the
detarminanis of apgregate saving and
investment, and in pariicular the

May

effect of the social security system

upon them, have been unsuccessful.

The IEAs carry the institutional
spproach much further, keeping to-
gether all of the activities engaged in
by particular tremsactors. The two
principal changes—recognizing that
households do drrectly engage in capi-
tal formation, and allocating saving to
the sectors that actually do it—Ilead
to a rather different view of the proc-
ess of saving and investment.

Ernterprise gross capital formation
and gross saving on the IEA hasis are
shown in chart 1 for 1947-80. For the
pericd as 2 whole, the enterprize sec-
tor's gross saving was 35 percent of its
groas capital formation. Despite con-
giderable eyclica]l variation in the re-
tained earnings of corporations, the
steady growth of capital consumption
allowances end of pension and life in-
surance reserves resulted in only
moderate flustuations in gross saving.
In contrast, gross capital formation
was considerably more semsitive to
ahiort-run economic comnditions. Conse-
quently, in the 1975 and 1980 reces-
siony, gross capital formation wasg
smalier than gross saving. In the
gharp inflationary periods of 1950-51
and 1974, however, when retained
earnings were severely reduced by -
ventory and capital consumption re-
valuetions reflecting rising  prices,
gross capital formation exceeded gross
saving by more than 20 percent.
Thus, bath the cyclical variation of
gross capital formation and the effect
of inflation on adjusted retained earn-
ings are major factors in explaining
the differences between entarprice
gross capital formation and saving.

Although, for enterprises in the ag-
gregate, gross saving is almost equal
to gross capital formation, it, of
course, does not follow that this near-
equality hoids in each industry. Some
industries may generate more gross
saving than they use, and others may,
be net borrowers of funds. Further
subsectoring would be required 1o
bring out the details of these interre-
lations.

Household gross cepital formation
and gross saving ere shown in chart 1
for 1947-80. For the period as a
whole, gross capital formetion by
households was 93 percent of their
gross saving. [Households thus re-



Muy
quired alinost as much funds for capi-

tal formation 28 they genecrated in - -

saving. For 9 of the 33 years, gros
vapital formation excesded gross
saving. For the whole period, tha
. excess of household gross saving over
" gross capital formetion equaled about
& percent of the capital formation by
the enterprise and government sec-
tors. Accordingly, housshold saving
cannot be considered a major source
of saving for the capital formation
carried out by other sectors.

Except for 1954, households gener-
ally reduced their ecapital formation
during recesgsions, slthough grass
gsaving continued te increase, and
eroes saving esceeded gross capital
formation. This pattern suggestz the
reverse of &4 permanent income hy-
pothesis, When the rate of increase in
household income slows down or infla.
tior raises the cost of living, or both,
gross aaving tends to be maintained
becauee of ii= institational nature:

" Households mre committed to repay
morigage snd other debt aequired in
previous periods. What households
can alter in these circumstances is
the purchase of houses, durables, and
discretionary current expenditures
such &2 vacstions and sther luearies,
It is intéresting to note that in 1978
©and 1979 the gross capital formation
of houscholds once again exceeded
their grose saving, as residentis] con-
struction temporariiy recovered from
its previous slump.

Government gross capital formation
and gross saving are shown in chart 1
for 1947-80. Gross saving amounted to
approximately 84 percent of gross
capital formation for the period as a
whole. Until 1%70, on balmnce, gross
saving exceeded capital formation;
but in the last decade, Federal dedi-
cits, mainly due to the receszions of
1970, 1975, and 1980, have bsan such
that gross capital formation was Bl
percent larger than gross saving. In
contrast with the  enterprise and
household sectors, gross capital for-
mation in the government sector is
relatively stable and gross saving fluc-
tuates widely. The reason for this iz,
of course, that in peviods of economic
slowdown or recession, governments
do not condract their capital forma-
tion, but the amoant of revenue they
collect is directly related to the state
of the economy.
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For the rest of the world, net for-
eign investment represents the differs
ence between the sale of exports and
factor income received from abroad
and the purchase of imports and
factor incomes, net transfors, and mov-
ernment interest paid to abroad. In
periods of domestic prosperity, im-
ports rise faster than exports, reduc-
ing net foreign investment. Converse-
ly, domestic recessions cause imports
to fall faster than exports, incrassing
net foreign investment. Exogenous

B0 B&

factors such as the oil erisis have also
bean important in  affecting the
amount of net foreign investment.

In summuory, gross capital forma-
tion of enterprises and households
rises faster than their gaving in pros-
perity; conversaly, in economic slow-
downs or recessions, their gross capi-
tal formation tends to fall faster than
their saving. In the governmeént
sactor, gross capital formation iz less
affected by eronomic conditions, but
prosg saving fluctustes. In recession,
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it declines, and offsets the surplus
saviug of enterprises and howseholds;
in prosperity, it increases. This situs-
tion is due in large part to the auto-
matic stebilizing effect of the tax
gystem, which gensrates increased kax
revenues in prosperity and decreased
revenues in recession.

B. Household Net Worth and
Saving

In neoclassicn)l analysic, ssving iz
considered to be the source of capital
accwmulation. Because the primary
emphasis is upon productive activity,
capital gains and losses are assumed
either to consolidate out of the system
(one man's loss being another man’s
gain) or to reflect oniy a change in
the price level that does not corre-
spond to any “real” change in the
sconomy. In the BEA NIPA’s, capital
gains are not considered to be rele-
vant for measuring productive activi-

ty.

But if belance’ sheeta wvalued in
terms of current markset. prices are to
be drawn up for the honsehald sevtor,
the rale of revaluations cannot be ig-
nored. Wealth-holders may belong to
any sector, and they hold a variety of
different assets and liahilities, ao that
capital gaing and losses by sector and
type of agset do not wash out aven
when adjusted for the change in the
price level,

The cumulative change in house-
hold net worth and net saving for the
period 1947-80 is shown in chart 2.
Throughowt the period, net worth
rose much more rapidly then net
seving, reflecting the importance of
revaluations in the increase in
wealth. By 1980, the incresse in
houseshold net worth owver its 1947
level was approximately $7.1 trillion,
of which #6.9 trillion was dus to re
valuations.

To a large exient, the revaluations
reflect the decline in the value of the
dollar. If this decline is taken into ac-
count, the increase in net worth more
nearly corresponds to the increase in
saving. Chart 2 shows hoth net worth
and net saving in ronstant-purchas-
ing-power dollars. The BEA GNP de-
flator was used to adjust the changes
in net worth and net saving on a
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yearhbjr-ygar E_vaais. Removing price
changes in this way emphasizes the
flucttations in net worth. In some pe-

riods, for exarnple from 1962 te 1968

and since 1975, net worth increased
faster than net saving. But in some
other perfods, net worth contracted
despite the continued growth of net
gaving. It is thus clear that informa-
tion on revaluations is important for
understandang the change in both the
current values and the real values of
wealth.

C. Houschold Balance Shesgts

In the balance gheets, the diffarent
componentz of assets and liabilities
are differentially affected by capital
traneactions and by revaluations. To
show this differentinl effect, honse-
hold balance sheet components were
classified inte gix broad catepories (1)
owner-gcclipied houses and land, (2)
corporate stock, (3) fixed-claim assets,
{4) consumer durables and inven-
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bories; (5) other equities, and (6) fixed-

cleim lisbilities. Chext 8 shows, for-

each of these categories, the market
value, which includes reveluadons,
and the cumuiative net amumitmns
+ fremm 1947 to 1380,

For owner-occupied houses and
lend, revaluations have bhsen very sig-
nificant. From 1M7 to 1966, thay ac-
counted for ahoit 30 pervent of the
increase in market value, and since
1965, for almost 20 percent. In con-
" trast, for consumer durables and in-
ventoriza, revaluation was negligible
in the firgt two decades and relatively
minor in the most recent decads, Cor-
porate stock behaved differenily. Tis
value incresased sherply in the first
- twor decades, entirelyr due to revalu-
ations. In the Iast decade, itz merket
value has uctuated, first falling
sharply until 1#74 and then rising
until it reached a new peak in 1980.
Ganerally speaking, since 1960, honse-
holds have sold off more stock than
they have purchased. For other equi-
tiss (farms, unincorporated enters
prises, and estates and trusts), 94 per-
cent of the increase in value has baen
due to revalwations. Thess, in turn,
were largely due to the increase in
the price of farmland. Finally, for
fixed-claim assets and liahilities, re-
valuations are excluded by definition.
The aceumulation of fivedclaim
assets by households hag occurred at
a fogter rate than their ineurrence of

The wvalue of the different compo-
rents in the household balance sheot
can ba viewed in conetant 1972 pur-
chasing-power-dollars, ac well as in
carrent dollars. A comparison of the
twa viaews i3 equivalent o asking
whether the price of the specified
comporient rose more or legz than

SURVEY OF CURRENT BUSINESS

prices in general. If the price rises
more (less), this canponent will show
what can be considered a "'real” capi-
tal gain (loss). Chart 4 pregsents the re-
sults - of the calculetions in constant

“purchasing power.

Owner-occupied housez and tand

“atill show a positive revaluation .over

the whole period. Although the real
capital gain iz wvery much smaller
than the monetary gain shown in
chart 8, it still amounts o 40 percent
of the fotal value, Consumer durables
gnd invehtories, on the other hand,
showed a negative revaluation. The
negative yevaluation indicates that
the price of consumer durables did
not rise as fost as prices in general (in
gome cafas & actuelly declined) so
that the value of accemulated house-
hold stocks of durable goods exvoded
almost 40 percent in real terms by
1986, The value of houscholds’ corpo-
rate stock: rose sharply relative to
pricas in general over the first two
decades, but declined substantially
over the last decade. Other equities
showed continued and progressive
upward revaluation, similar to that
ghown by owner-occupied houses and
land, and for muoch the same reason.
Finally, figsed-claim assets and liabii-
ities showed the sharp erosion in the
purchasing power of these assets and
liabilitias caused by the rise in prices.
Tha halder of fixed-claim asseis was
losing in real terms, and, conversely,
holding Fixed-claim liabilities meant
that the holder's debt burden was de-
clining in real terms. However, thase
gaine and losses cannot be fully evalo-
ated without also taking into account
the hehavior of interest rates, which
channeled some of the revaluation
into curremt interest income and pay-
menis.
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This summary examination of the
differential behavior of the compo-
nents of the household bBalanes sheat
gnggests that the impact of revalo-
ations will vary among individuals
helding different portfolios. For exam-
ple, in the first two demdea, major
upward revaluations in corporate
stock ‘gignificantly altered the disiri-
bation of weslth, ih bnth carrent
value and real terms, in favor of
houschelds that held corporate stock;
these households tended to be at the
upper end of the income and wealth
distributiong, The household with
aspets mainly in fived claims or cone
sumer durables, which rented rather
than owned a home, may have gained
in market-value terms, but may have
suffered a logs in real terms.

In the lasi decade, the upper end of
the income and weglth distribution
logt through the relative decline in
corporate stock prices and the erogion
of fived-clairn pesets. Those who
gained in this pericd were homecwn-
ers and owners of other equities {eg.,
firms and other unincorporated busi-
nagses). On the one hand, the value of
their assets inereased fester than the
ceneral level of prices, and, on the
other, their fixed debt in the form of
mortgages and other liabilities de-
dined in real terme. Apain in this
period, the household with assets
mainly in fixed claims or consumer
durshles may hawve suffered a loss in
real terms.

Microdata informstion on the port-
folic holdings of individuals would
make it possible to examine in =ome-
what more detail the consequences of
specilic types of change for groups at
different steges in the life cycle and

in different acoromic circumstanees,
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THE “integrated Econgmic Accounts
for the Uniied States” by the Rug-
gleses is, a8 was to be expected, a very
elegant piece of work. The system is
not only clearly and concisely de
scribed and tightly and consistently
argued, but it it also logically built on
both the existing U5 conceptunal
framework snd deia base Those fa-
miliar with the U5 statistical back.
ground will have no difficulty follow-
ing the Rupggleses into new territory,
while for the uninitiated this work
can ba understood and appreciated on
ite maerit alona.

The zeparation of certain imputed
items in all sectors will no doubt fa-
cilitate analysis, kesp "“hard” from
“softer’ estimates, and remove the
wind from the snils of those peren-
nially inclined to argue what transac-
tions should or should not be imputs
ed. At the same time, the integrated
framework permits future expansion,
i desired, inte other nowmarket
areas, such as, the valuation of hose-
hold services or the capitalizetion of
health or education expenditure. By
not including such items in their pres-

ent work, the Ruggleses have man-
aged to steer skillfully between the
Sevlle of ¢lose-mindedness and the
Charybdis of expanding the accounis
to whare they become an almost new
paradigm.

The HNuggleses’ system, however,
cannot escape the historic tradition
that each new proposed system of ac-
counts generates its own train of dis-
agreement. While we bave some
points of difference (and a few unan-
swered questions), space limitation
forges 13 to be selective rather than
extensive in our comments. Before
dealing with some of these issues, we
should make it clear, however, that
while we enjoyed looking at the pud-
ding, we did not have a chance to
tazte it, i.e., we did not attempt to use
the framework in any applied analy-
sis and, hence, can render no empiri-
cal judgment on its utility or digest-
ibility.

Whils the integrated economic ae-
counts ([EA} coatsin many changes
and improvements, all of which, it
might be anrued, “integrate” the ac-
counts more fully, we take it that the

emphasis an integration rests mainly
on the combination of the two major
statisticel systems, dealing, on the
one hand, with current ecomomic
trangections and, on the other, with
flow of funds end published respec-
tivaly by two independent U.3. statis-
tical agencies. That such an integra-
tion iz both a significant development
and a major sccomplishment in the
statigtical history of the United States
needs no emphssis. That this was
bath an arducus and werthwhile un-

dertaking also goes without saying. .

However, from a conceptual point of
view, it represents no major break-
through. The United Nations System
of National Accounts calls for this
type of arrangement. In Canada, we
have for many years endeavored—
with varying degrees af success——in
follow this system.

In onur view, however, the major
problem of integration is to relate, in
a common-gector framework, activity
by establishment-based industry as re-
flected in the input-output matrixes,
real domestic product, and gross do-
mestic product (GDP) duta with eco-
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nomic tremsactions by institutional
units represented in fAnancial flows,
income and outlay, and balance sheet
accounts. This problem still remains
largely unszolved, whether one looks

b at the U8, UN, or Canadian sys-

tems. While one cannot expect sven
the Buggieses to unravel this Gordian
knot, it iz disappointing to find not
even some disroesion of it in an arfi-
tla whose “ultimate objective should
be #n overall statistical systern that
' would embrace sconomic, social, de
mographic, and environmental data
at all levels of aggregation.” Such in.
tegration of industry and sector data
a8 has_he&n accomplished, Las, in the
main, heen effected by a “black bhox”
» golution. It has only besn done by ag-
gregating or diseggregating both
typea of acecunts to or from one con-
solidated GNT or GDF account,

This dichotomy between detailed
production .eccounts and other eco-
nomis transaction accounts hes piven

" rise to many basic integration prob-

lems. All three national accounts sys-
tems mentioned above take the estab-
lishment as the primary unit of pro-
duction. But compilatiotis of induatry
data on this basis, however ussful for
commodity-by-industry and produe-
tion function analyses, are clearly in-
adequate to permit anaiysis of and
pulicy decisionz on markets, finances,
and invegstment in the private sector,
or to allow development of broad eco-
nomic and fscal policies for the
public sector. Company- or enterprize-
tased data may be more useful in
these instances. &4 fully integrated na-
tional accountz gystem that portraye
production, distribution, consumption,
and finencing on & consistent indus-
{ry basis would constitute a preat im-
provement over the present sachize-
phrenie acheme.

Among other matters, the Rug-
gleses are very interested in the anal-
ysis of macrodata from their micro
content, It seems to us that it would
be a most rewarding statistical axer-
cise if one could develop a method via
this micro-macro approach to go di-
rectly from one set of transactions to
another. In our view it is one way in
which the above-mentioned black box
solution might be im

Our own limited attempts to link
directly microdata originating from
two differently defined units of collec-
ticn {which can be added to an identi-
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cal—or nearly so—total) have s¢ far
been franght with almost insurmount-
able difficulties. The resource coste of
such attempis, even in a fully inte-
grated etatistical agency, are mora
than can be famd with eguanimity.
Even such y simple steps as
ensuritg that all eﬂtahhﬂhmenfs in
one pet of data for all companies in
anoilver set of date} originating from
different surveys ave claszified to the
same indusiry or location are often
frustrating and always time- and re-
source-consuming. The profiling of
companies or enterprises into their
constituent units frequently requires
the ability of a Sherlock Holmes and
the patience of a saint. Meation must
algo be miade of the conceptual hor-
rors of allocating head-office expenses
among regions or industries, or of dis-
tributing income originating in bread
geographical activities, such as trans-
portation and energy creation, to spe-
cific amall areas. Thus, while the an-
swers to these problems are not obvi-
ous, we have the intuitive fesling that
micremacro data methodology might
point in the right direction.

(iven then the inherent diffioulties
and high-resource costs with respect
to microdata and their reconciliation,
might it not be apprepriate te choose
a primary unit for each sector that
would allow cress-articulation over
the whole system of national ac-
counts? For exampls, the legal entity
{company) might be such a candidate
for the primary production unit in
the enterprise sector. It ¢an be clasgsi-
fied by industry. In its own right it
gan provide marketing, investment,
and financial date by industry. The
company unit alse has the advantage
that it permits size grouping of com-
panies, which can provide interesting
analytical fizancial meterial for deci-
sions involving mergers, scouigitions,
and contro] of supplies and markets.
For euch broad fivancial and control
analysis, the compeny could also be
aggregated ta a kigher enterprise-type
unit. On the other hand, for special
purposes, the primary units could
with some effort be disaggregated into
their constituent eatablishment ele-
ments and reformutlated to serva the
neads of gpecial analyses dealing with
productivity, indusiry-commodity re-
latiomships, et¢. Natarally, problems
of profiling, beth to disaggregate to
the establishment level and to sum to
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the enterpriﬁe level, wounld still
remain.

Anothey comment on the averall
gystem is of a more cosmetic nature.
In the Canadism sector ascounts, an
have & Capital Finance Account that
divectly follows each sector Ipcome
and Outlay Aceount. This arrange-
ment has the advantage of keeping all
economic transzefions together and
permitz 8  foll cross-articulation
within the sector accounts, Tt also fur-
nishes a more directly identifiable
link with the financial trawnsactions,
permits these—which we call the fi-
nancial flow accounts—to be pub-
lished separately (at different times),
and clearly shows that there is a sep-
arate residual error contained in
these accounts. We offer this sugges-
tion because we think it will aid sta-
tistical management, and not becanse
we feel it has any inherent intellectu-
al neatness,

We would like to make one more
genernl comment before turning to
some details. Most of the changes
made by the Ruggleses were reviewed
by them in the light of consistency of
accounting principles, wvalid defini-
tions snd measursments of produc-
tion, ease of integration of different
gecounts, snd trouble-iree integration
with microdata sefs. We, therefore,
wonder why the analysis and ration-
ale, both for esteblished and new
treatmenis, were not also viewed with
some welfare eongideration in mind.

While one may take issue with a
number of the changes cutlined in the
IEA, there are many more ingtances
that elicit nothing but wholeheartad
agreement. Those with which we diz-
agree have, by and large, been argued
extensivaly in the literature and cer-
tainly, in most instances, the prefar-
ences and choices of the Rugpleses are
28 valid ag curs or those of other na-
tional acconntants. There are, howey-
er, a few changes, related mainly to
the sectoring, that we find very diffi-
cult to accept as improvements, and
we cannot help but comment on
them.

The move of the nonprofit inetitu-
tions $o the enterprise sector is one of
those that, in our view, contributes
only & partial improvement. It is true
that this move improves the houge-
hold sector in the sense that it elimi.
nates some activities characteristic of
the business sector and leaves the
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household a8 a coneurmer and produc-
er of the factor labor. However, the
motivation and behavior characteris.
tics of nonprofit institutions -are ¢om-
posed of many elements. Nonprofit in-
gtitutions have some aspects of the
enterprise sector in terms of produe-
tion, of the housohold sector in terms
of consumption, and of the gowvern-
ment sector in terms of collective pro-
duction-consumption, although with-
out the government's appropriatory

power.
The net result of transferring the

nonprofit institutions to the enter-
prise sector therefore iz that it blurs
the latter’s characteristics. Where
previously enierpriees wers conceived
of as production units motivated pri-
marily by profit and had oaly inter-
mediate or factor expenses, one is
now confronted with an almost legiti-
metized case for current final enfep-
prise consumption. (And without
wizhing to go inte a detziled argu-
ment, we might mention that we do
not agree with the final enterprize ex-
penditure-—employee  benefits  in
kind—either. “But this is analysis,
not accounting.” If one eliminated
this and the above final enterprize ex-
penditures, would it then remain
worthwhile to have a current final en-
terprise expenditure category for the
very debatable financial services
item?)

{On the other hand, one cannot
argus with the fect that a household
sector as defined by the Ruggleses
might be amenahble to batter sstima-
tion through the summation of micro-
data to macro-aggregates. However, a
caveat is necessary. Even in the per-
sonal sector the statistical problems
of this spprosch appear mmense
Given, the multiplicity of data hages
and definitions used in the compila-
tion of information from household
income and expenditure surveys, cen-
suses, income tax and other adminis-
trative sources as waell as problams of
memory bias, incomplete records, and
sheer numbers of records involved, we
heve some apprehension that the re-
sultz may not always prove as usaful
as one would hope. Furthermore, al-
though steps towards the refinement
of the household sector may lead to
statistical improvement and be logi-
cally welcome, on concepital grounds
a legitimate question can be raised
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whether the inclusion of net imputed
rent -along  with deprapiation on
owner-occupied housing end other
consumer capital goods has not
blurred the traditional concept of the
household as & consumption unit (en-
gaged in° production of the #factor
labor) and converted it to a quasi-en-
terprise sector. -

It shonld alse be noted that the
Ingic of this treatment would demand
that intersst on consomer debt (ai
least for those goods that have been
rapitalized) now be included with con-
sumption expenditure. Capitalized
gueds give rvisa to services, i.e., produc-
tion, and hence intersst paid on
mongy borrowed to finance these
goads, now clearly arises from such
production. A like argument would
apply to the government debt inber-
est. We would like to offer the sugges-
tion that this approach might be a go-
luticn to the conundrum- that the
Rupgleses treat in the annex 1. Be-
cause personally—in contradistinetion
to our official capacity—we have for
many yvears digagresd with the pres-
ent treatment of these two items, we
would not be averse to seeing this
logie followed to its conclusion.

Aftar many years of use and experi-
ence with the TLE, systam, two of its
pioneers, the Ruggleres, have re-
turned to present us with their views
on its improvements. In so doing, they
have also repeated zome of the basic
home-traths on which such a
must continue to be built. We would
like to close by expanding these views
and adding scipe observations that we
feel have 2 bearing on the funda-
ments of the national accounts
S¥BLEML.

Asg the national accounting system
has evolved and policymakers, ana-
lysis, and economists in general have
bacome maore famniliar with itz useful-
ness and potential, there have been
in¢rescing demands to extend the
system and to accommodate particu-
lar needs. This is evideniced by the de-
velopment of constantdollar esti-
mates, regional hreakdowns of person-
al income, industry breakdowns of
GDP, government snd other special-
ized tables, input-cutput matrixes,
guarterly estimates, seagonally adjust-
ed estimates, financial! flows, and,
indeed, greater articulation of the na-
tional accounting system iiself. As the
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Ruggleses note, there are now in-
creacing demands for -further exten-
sion into the nonmarkei =rea. One
can easily mention more system parts
that would enhance the usefulness of

the wational accounts Frameworlr,

such =as, the setellite accounts for
health, education, and justice, and
social protection acéounts. Ohviously,
it is not posaible to meet all thege de-
mands in their full complexity, par-
ticularly becanse some may originate
from Hmited special objectives, and
some, valid as they may be in their
own conbext, may be in conflict with
other gpecial purpeees. In many in-
stances, the special nature of these re-
guirements forces compromizes to the

overall system. If the process is al-*

lowed to continue wnchecked, the very
success of the global system in trying
to ke all things to all analysts may
destray the credibility of the whole
Ome might note that these special de-
mands may at times even Include
such otherwise worthwhile chjectives
as international comparisons or insti-
tutional invariance. To puat it in cruede
terme, the tail, however persussive or
influential, must not be allowed to
wag the dog. But the big problem is
how to distinguish the dog from the

whether a refinement should be inte-
grated into the system, be left as an
optional or “below the ling” itemn, or
structured as ancillary to the system.
What the Ruggleses have pointed out
again and again, but bears repetition,
is that the basic system must contin-
ue to reflect and represent as ciogely
as possible economic reality in terms
of actual transactions and the institn-

tional economic structure in which |

these occur.

HNeither economists nor statisticians
ean afford to take a monodimensional
view of polydimensional economic re.
ality. Templation te construct artifi-
cally transsctions where none exigt
or imputs economic motivations that
are not too evident and to integrate
those into the formsl national ac-
counis must be resolutely resisted.
The desire for imputations on the
part of some appears to be limited
neither by data nor common sense
but only by the mental gymnastic
ability of the proponents. This is par-

Fundsmental criteria must be es- '
tablished in order to- distinguish °

b
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ticularly relevant for the nonbusiness
sector,

Having - said thiz, however. we do
not wish to pr&clude those c¢ases
where there is a legitimate need for
} the making of estimates for special
comparisong; we wish only that they
be recognized as such and not be built
inta the gereral-purpose framework.
Furthermore, and withoui downgrad-
ing the relevanee and usefulness of
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} THE Rugglesss, in presenting their

ingenions system, bring out many
! issues central to the construction of
economic accounts. We shall group
cur comments into four fopics: inte-
pration, sectoring and microdatz, im-
putations, and the trangantor ap-
proach.

" Infegration

The Rugglezes degcribe their gystem
of accounts as “'integrated” becauss it
fulfills the objective of providing “a
framework for economic and social
data at different levels of apgregation,
from micre to macro, and embracing
ebocks as well as flows”

Integration has long besn recog-
hized pe a desivable objective. Howev-
er, it i by no means ¢lear what is
meant by integraticn, either in {erms
of coverage or in terms of the kinds of
linkages n syztem’s parts must exhibit
to qualify the system as a whele ag an
integrated one. A guarter of 8 century
ago [n the United States what was
meant by integration reflected the
coneern that the various forms of na-
tional economic accounts—mainly the
national income and prodoct ace
counts, input-output accounis, flow of
funds accounts, and netional balance
sheets—did not fit together in a way
that made it possible for users to
move easily from one set of informa-
tion to ancither and thet made most
efficient use of data collection and
Processing resources, Viewed in the
light of that definition, the Rugglesss
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the special-purpose tables or frame-
works, distinetions should be drawn
between thosa that are either a disag-
gragation or expansion of the system
jitself, that is, deductive in nature
(such as the industrial distribution of
GDP, financial flows, or wealth ac
cnunts}, and those that are coincident
only in. part with the system. The
latter would inclnde, for instance, the
construction of satellite accounts for

| Carol S. Carson and George Jaszi

have fitted together the nastional
income and product accounts, flow of
funds accounts, and national balance
shesis without reconciliation tables.
However, the Ruggleses have not
addressed the problems of relating

. mprut-uutput aceounts to their systam.

This omission is regrettable. By not
addressing these problems, they ars
avoiding what is probably the meost
important ohstacle to a comprehen-
sive integration of economic ac-
counts—the “establishment-firm®™ di-
chotomy. The essence of the dichgt-
omy is that input-vutput accounts, he-
cange they show how industries inter-
act to produce the Nation's cutput,
should be based on a technological
definition of the business unit, i.e,
the establishment, whereas the flow
of funds accounis, which show the
transactions that transform seving
into investment, should be based on
an ownership defirition, e, the firm.
Thiz dichotomy is so difficult to
handle that the United Nations
System of National Accounts is reslly
two separate gystems—one consisting
of production accounts based on estab-
lishments and another consisting of
income and outlay accounts and fi-
pance accounts bezed on firms. The
aspects of the economy revealed by
input-ontput accounts are eignificant.
Moreover, there are relations betwean
production, on the one hand, and
saving and investment, on the other.
Accordingly, the integrated ecanomic
accounts (IEA's) cannot be fully evalu-
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health and other specialized areas,
such as the environment.

The Rugglesea have tlearly indicat-
ed that the gystem musi be kept
simple and close to institutional reali-
ty and thai its constituent elments
must correspond to thoss in the real.
world. Only in this manner ¢an the
statistical apparatus reflect dynamic
reslity and the multiplicity of kalei-
doscopic pvents.

ated as an integrated sysiers without
knowing how the obstacles that arise
because of the establishment-firm di-
chotomy are to be dealt with,

The Ruggleses, in their definition of
integration, emphasize the provision
of a framewaork for social data in addi-
tion to economic data, and microdata
ipn addition te macrodsta. One has
only to pick up & wvolume of the
Census Buresu's Social Indicators to
recognize that the Ruggleses canld
not have intended to provide a frame-
work for the broad spectrum of data
in that eclectic volume. However, it
would have beeny useful both in un-
derstanding why they make certain
suggestions, e.g., those relating to sec-
toring, and in evaluating the ugeful-
ness of the system az a whaole if they
had eaid more ebout the scope of the
social data ag well g5 the kind of link-
ages to economic data they had im
raind when designing the system. For
the Ruggleses, the provision of a
framework for microdata is clearly of
great mignificance. Because the use of
microdata in conjunction with macro-
data is closaly related to issues of sec-
toring, we will comment on those
bopics next.

Sectoring and microdaia

The Ruggleses, rather than discuss-
ing sectoring in terms of general prin-
ciples, focus on it from the viewpoints
of providing a framewerk for integrat-
ing microdata as well as stocks and
flows. A major maedification in sector
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ing s to put production by nonprofit
institations in the enterprise sector
rather then in the housshold sector.
the IEA'r alse show the enterprize
sector explicitly. Further, for the
IEA's, the Ruggleses change the
sector classification of several items;
these changea include: (1) putting pro-
duction of the services of owner-ceu-
pied housing in the household sacior
rather than in the enlerprise sector
in ¢onjunction with the changed pres-
entation of imputations, (2) moving
production by domestic service work-
ers from the household sector to the
ernterprise gector, and (3} moving con-
sumpiion of many fringe benefits pro-
vided by employers {0 employess {from
the househcld sector to the enterprise
Eecior.

For nonprofit institetions, the
Ruggleses claim that moving them
from the persopnal sector Feaves the
personal income and outlay account
“with only the income and outlay of
individoals and houssholds,” and that
the redefined sector corresponds “in
principle to the group of transactors
represented by a comprehensive mi-
crodata set of households.” This claim
seermns to be exaggerated. Left in the
account sre the members of the
Armed Forces and the institational
population (residents of prisons, sani-
tarinms, ete). Moreovar, putting non-
profit institutions, and also domestic
service workers, into the enterprise
sector has the disadvantage of
creaging the heterogeneity of that
sactor.

For owner-occupied housing, the
tast of the nzefulness of the change in
rlasgification is whether saving and
investment patterns of the household
and enterprise sectoys are mors
meaningful ¢n the bagie of the TEA
classification than on the hagis of the
BEA :lagsification. Some evidence is
presented in part IIT of the article.
Most importantly, it appears that, in
the [EA classification, the excess of
investment over saving iz smallar for
entarprises and the excess of saving
over investment i smaller for honse
holds. This observation is interesting,
but per se it does not suggeat that the
IEA classification leads to a better
understanding of the way saving is
transformed into investment, eg., of
the rofe of the financial intermediar:
185
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As noted earlier, the Ruggleses die-
cuss sectoring from the viewpoint of
providing a framework for microdata.
Because microdata have been, and are
likely to be, a major “growih indus-
try,” the dual concern of the Rug-
gleses—that the economic accounts be
modified #f necessary to take advan-

tage of that industry’s product and

that, rather than the industry being
allowed to proceed laisses faire, it
should be made sware of the needs of
the economic accounts—is well taken
However, the weight that concern is
tohavemamd&mgmuftheemnnmic
necounts is 8 matter of judgment, and
we probably give it a smaller weight
than do the Buggleses, First, we do
not believe that the quantity of nsable
micrndsta now availeble is as large as
the Ruggleses suggest, and, second,
given both substantive difficulties and
coatliness, we are less optlmmtlc
about praspects for integrating micro-
data and macrodata. The disrussion
in the article suggests that the Rug-
glezes have examined the prospects
and problems of the nse of microedata
much lesz thoroughly for the enter-
prige and government sectors than for
the household sector. Had they at-
tempted to grapple mth gome of the
prublams encountered in the enter-
price and government seclors—e.g.,
the previously noted establishment-
firmy dichotomy and also differsnces
in buginess accounting practices—
they might have ended up giving the
provision of a framework for micro-
data a smaller weight in their rede-
Eign.

Impuiciions

The Ruggleses have a classification
called '‘monmarket imputations” into
which they put gi¥ items: nonprofit
building rent, owner-occcupied houging
rent, margins on owner-built homes,
houschold durables consumed, farm
income in kind, and government du-
rables consumed. The IEA's show
these imputations separately, ie.
they are ezcluded from totals for
“market transactions,” which consist
of actual transactions and market im-
putations. The explanations for their
separate presentation are thai exist-
ing nonmarket imputations, and any
nonmarket imputations yet to be de-
veloped, present “inbherent difficul-
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ties” of valumstion and ate, therefare,
a “different kind of stetistical esti-
mate’ and that “valuation - of  non-
market activity is speculative, and
generally mast be based.on analogy
with the market value of similar ac-
tivity takmg place Elaewhere in the
economy.”

This aspact of the IEA’s may be ax-
amined in two ways One is to exams
ine the usefulness of the markei
transaction ageregates; the other is to
exgmine the concopts and implemen-
tation underlying the zeparation of
nonmarket imputations. We shall do
the latter. Before doing se, however,
we note that this separation is not
costless in terms of one of the objec-
tives of the Ruggleses—simplification
and clarification. & count of the items
in the FEA’s required to implement
the separativn of nonmarket imputa-
tions suggestz the seperation’s high
cogt—albeit this valuation ia a specu-
lative, nonmarket one.-(We balieve a
connt of the items required te imple~
ment the move of nonprofit institu-
tions to the enterprise sector would
lead to a similar evalustion.)

Clageifications such sz those based
on the degree of speculativenass must,
of course, incorporate ah element of
judzment. In several cases our judg-
ment differs from that of the HRug-
gleses. It seoms to us that in a eoun-
try guch as the United States, the es-
timate of food and fuel produced and
consumed on farms (farm income in
kind) iz not so speculative that it re-
quires clagsification as “a different
Eind of statistical estimate.” On the
other hand, some actual trensactions
and market imputations do fit this
characterization. For example, among
actual transections, there are some
that are, particularly for current peri-
ods, notoriously speculative hecause
reliable dats are not available for es.
timating them. Algo, there are some,
such as econcmic depreciation, where
the underlying coneepls, quite apart
from the mesns to implement them,
are somewhat shaky. Among market
imputations, that for comnercial
banking stands ont because it is one
of the conceptually most controversial |
imputations, and in that sense i spec- |
ulative, although it does not present |
ilnusually difficult estimating prob- -
2N,
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The subject of imputation iz a diffi.
cult one. Two further examples rain-

force our view that further work on-

the subject—including going back ta
the basivs of defining imputetion—
would be desirable The Ruggleses
and many other practitioners in eco-
nomic accounting regard government
parchases of goods and services as an
imputation. Although the Ruggleses
do not explain fully, we believe that
they view the government, in its pro-
duction sccount, as purchasing goods
and services from business and selling
them io its own appropriation ac-
count. It is the latter transaction that
they seem to congider an impatation.
To us, this view seems overcomplicat-
b ed. It would be more straightforward
to think of the government making a
direct purchase from business—clear-
ly an actual transaction. Life ingur-
ance raises different issues; here we
note only thet, in contrast to the pro-
j cedure for commercial banking, which
iz always considered an imputation,
the procedure for life ibsurance is
only sometimes so congiderad.

The transactor approach

In discussing some of the conreptu-
}al izsnes raised in connection with the
BEA accounts; and alse in explaming
the JEA’s, the Ruggleses refer o a

Edward F. Denison

FEW of its practitionsrs have ad-
vanced national accounting as much,
and over eo extended a period, as
have Richard and Nancy D. Ruggles.
They have done so not only by writ-
ing and teaching, but also through
work for international erganizations,
membership on government advisory
commmittees, and—perhaps above all—
service &0 the International Assori-
atlon for Research in Income and
Wealth.

Their latest contribuation, "‘Integrat-
el Econamic Accounts for the United
States, 1947-80," proposes a replace-
ment for BEA’s national income and
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principle that, in emnex 1, is identi-
fied ag the “transactor approach.” If
we nnderatand them, the essence of
thiz approach is that transactions ars
13 ba defined in the way individual
transactors recognize (perceive, viewl
them and thai these transactions pre
to ‘be registered in the sectors in
which the transactory are included.

First, it is not clear to us whether
this principle is intended as the over-
riding, or even as a main, principke in
the . construction of econpmic ac
counts, although this conclusion iz
sugpestad by the fact that no alterna-
tive principle is mentioned in the srti-
cle. If it im 8o intended, we have seri-
ous misgivings. Ingsmuach as economic
accounts are a multipurpose tool, it
eeams likely that severel, and some-
times even contradictory, principles
will have to be used,

Second, if the principle iz intended
to be the overriding or main one, it
geens that the IEA's do not consist-
ently embody it Alternatively; if the
principle ims intended to be one Emong
several others, itz application in the

- TEA's seemns questionable in some in-

stancea. The treetment of the follow-
ing tranzactions in the IEA's illus-
trates both of these pointe. Many
frings benefits provided by employers
te emplovees, eg., health insurance,
are excluded from IEA household

product accounts (NIPA's). Many of
the chjections I raize would not apply,
or would apply less strongly, had
their intené been to retain the present
NIPA’e and sapplement them with an
afternative preseniation.

The changes in the NIPA's that the
Buggleses propose are intended to in-
troduce stocks in addition to flows; to
make it posgible to distribute the totesl
income and outlay of the sectors (and
components of theze totals) among mi-
crounits without use of bridge tables
or other adjusiments; and to simplify
and clarify the presentation of the
major economic constructs and the
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income om the ground that honseholds
do not recognize them as income. Yet,
the significance of fringa benefits in
collsctive bargaining i prima facie
evidence that employess not only rec-
ognize them, but also attribute consid-
erable importance to them. On the-
other hand, a net imputed income on
consumer durablez is included in TEA
honzehold inccme. Yet it s hard to
believe thai households perceive an
imputed income on, e.g., their refrig-
erators or the family heirlooms—
much less have any ides of its magni-
tude.

Third, although the priaciple is re-
ferred to in discussing the treatment
of controversial transactions, especial-
ly those involving financial interme-
dieries, it would appear thet, in logic,
the same principle shonld be appliea-
ble to noncontraversial transactions
as well. However, it is apparent that
its application to such transactions
woilld in all likelihood lead to serious
difficuitics. For example, manhy house-
holds are only dimly aware of how
much they spend on various goods
and gervices and how much they pay
in various kinds of taxes. It seems
doubiful that a principle that fails to
provide a nseful goide to the account-
ing for noncontroversial traneactions
would provide such a geide for contro-
vergial ones.

transactions flows betwesn sectors. I
fear that the actual effect, however, is
to reduce the usefulnest of the ac-
counts for other important purposes,
including messprement of output,
while aclually achieving only the first
of these ohjectives.

BEA's NIPA’s are multipurpose.
They measure the Nation’s produc-
tion and summarize the hillions of ax-
plicit and implicit economic transac-
tions that occur each year in a way
that is comprehensible and useful for
g wide range of economic analyses.
The hallmark and great strength of
the system le in its use of a few
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simple formal accounts that are sup-
plemented by many supporting tahles
tied to the mecounts. The waste in-
volved in preparing estimates for un-
interesting items just to complete ar-
ticulated (i.e., to-whom from-whom)
accounts iz minimal. The aupporting
tablas classify the aggrepates in var-
ious ways snd provide details of their
composition. They furnish not only
annual but alse quarterly and month-
Iy estimates. For personal income,
vast peceraphic detail is published.

BEA must therefore strive ie define
series in the way most appropriate for
a wide range of uses, subject to limita-
tions imposed by availability of source
information. Decisions cannot be
hased solely on congiderations such as
whether the series correspond with-
out adjiustment to totals that could be
added up from reports of microunits,
or whether mccounts facilitate intro-
duction of stocks. Any change must be
justified sz an improvement when ali
uses of the accounts are considered.
My comment= start from this prem-
iBe,

My discuesion comments in & gener-
al way on measares of production,
sectovs, and estimates of saving, and
indicates some major peints of dis-
agreement with the Ruggleses. There-
after, I take up geveral points that do
not fit into this framework.

Measures of Production and
the GNP Account

The GNF aceount in the integrated
econamic accounts ([EA’sy sums on
the right side to “GNP {market and
nonmarket).” It shows "GNP (market
transactions),” a subtotal, as an alter-
nate GNP measure I shall consider
GNP with and without nonmarket
iransactions separately, but note in
advance that 1 do not sea GNP
{market transactions)' ag a viable
cendidate to be a messure of the Na-
tion's cutput.

GNP including nonmarket transae-
tions '
GNP (market and nonmarket trans-
actions) in the IEA's is larger than
BEA's GNP hecanse (1) the capital

consumption of conswmer durables
and government structures and dura-
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bles and {2} the net imputed .income
derived by households from consumer
durables have been added. The first
and larger addition adds over 12 per-
cent to BEA's GNP in 1978 and is
whoily unacceptable.

The  BEA seties for GNP is 1tself
n_ut a satisfactory measure of the Na-
tion’s production berause, as its name
implies, it double counts the value of
capital used up in preduction by busi-
ness, Thiz double counting. lifts GNP
to & level that was 11 percent ahove
net vational preduct {NNP) in 1978
For most purposea only a net measure
of output or incame is appropriate. [n-
sofar as a large output is a proper
Eoal of society, it ig net ouwiput that
measures the degree of BuUCCess in
achieving this goal. There is oo more
resson to wish to maximize capital
consumption incurred in the produc-
tion-of, say, television ests, than there
is to maximize the metal used, and no
more reasom to include it on top of
the valua of the television set. :

Two dafenses are usually offersd for
the use of GNP rather than NNP.!
One js that GNP can be calenlsted
maore reliably becausé of difficulties in
measuring business capital eonsump-
tion, which must be subtracted from
GNP to obtain NNP.? The other is

that GNP is better for analyzing

short-texin  movements of employ-
ment.? If thece points argue (though
to me, not persozsively) for inclusion

L A third reason somatimes heard, expeciilly in
oackitrd, deskring Bo stedetios ab eil This i3 the atper
tion that GNP provides a better measure thar NHP of
what & nathon can consume i the short tun because
aapital nesd not be repleced. But to sstimats whet a
naticn could conzume in Aoy pethod B #n analyticnl
task and it 19 no easier o otart with GNP than with
WHNE. The differunce betwatn what & natlen ean con-
same and its pet sutput neither includes al] zapital
congumption ner is confined b capital consumption. Ik
alsy includes [t holdings of inventaries, the painke-
pance and repair 1t can defer eithoat oomediatsly im-
pairing sutput, and the. maxlmum import surpug I
can seure—which, in torn, dépands on the amount of
wassts that can be liquidated abrogd, [ sbility to
borrow abread, and net foreign asslatance, as wall as
upon the avatlablity of supplies bo be imported,

2 T do neot belisve GNP actually b more accorate
than NNP, sven though its Rlculation dos: net -
quire sHaction of A deprecietion [orouls, begaugs it
has an offbetting disadvantage. Price indexen for caph-
tal goods ane ledd sabyactory than thes [ olher
companents, on the averags, amnd hinges in them have
a much greater dTect om GNP thest on NINP betause
their weight |a gross rather Fhas ne ecapitel foroa-
thon. Thic point applies to bith eurrant-dollar aad cot-
Hubt-dollar seriez

T {lapital congumption moves Bo arrl.u-uthl;r that any
advantage of one serbes owet (b other for ths we
il actually ke tbrivial
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of businesa depreciation in output,
they argue much more forcefully for
exclugion of depreciation on consumer
durables and government capital.
These latber series are estimated by
EEA by use of an assumed depred-
gtion formula and must be explicitly
added to obtain an cutput measure
that includes them. Insofar as their
values are regarded as questionable,
their addition reduces the reliability
of an ocutput measure. It clearly
makes the series less appropriate for
ernployment analysis because no em-
ployment corresponds. to depreciation
on ¢onsumer durables and govern-
ment capital.

GNP.is the main output senes used
for anglysis= by BEA and others. So
long a5 this is the csse, a change to
the TEA definition of GNP, as well as
githar ettempts to “improve” GNP by
increasing the amount of duplication,

.must be cpposed because greater du-

plication would make GNP a worse
ouiput measure. Even if, ag the Rugg-
lages believe, the addition of conswm-
er and government depreciation
would make it easier to inlegrate
waalth accounts with income and
product accounts, this consideration is
minor relative to the worsening of
GNF as a measure of ouiput.

Addition of net imputed income on
conaumer durables raises not only the
TEA's zeriea for GNP but also those
for NNP and national income above
the corresponding BEA zeries. Wheth-
er BEA should include this item in its
production measures, rather than pro-
vide it as a supplementary estimate,
it a question that reasomable people
tiave debated inconclasively for years.
The Rurpleses offer no new reason for
inclusion, and the considerations they
zay underlie their erticle add no sup-
port. Inclusion does not help the in-
traduction of stocks, and a corre-
spomding imputation iz not made in
the parallal cage of government capi
tal. Inclusion can only aggravate dis-
paritiez belween macrodata and mi-
crodsia. And the Rugpleses insist that
in tha household sector incame and
outlay should correspond to what in-
dividuals recognize as such, and if
possible even have records of, surely
this would favor excluding this fmput-
ed return.*

4, As indiested below, 1 do net aecept this critation,
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. In 1973, eopswmers actually spent

" 21993 hillipn for consumer durables
but -consumer durables -contribute

 §412.7 billion to the GNP in the IEA's
as a consequensce of the addition of de-

~preciation and net imputed income.
In the stationary state the relative in-

* cremse would be still larger. 1 see no
gain from such escalation of the num-
bers, -

l ) . .
GNP exciuding normarket Transace
* tions

A distinctive feature of the IEA’s is
the central role assigned to the divi-
hmnn between market and nonmarkat
trensactions. The Ruggleses apparent-
i iy do this for two reasons. First, they
want to find a way to accommodate
both those whe like a lot of imputa-
tions and those who do not. Second,
they argue that, if some other
» changes are also made, the series ex-
cluding nonmarket transactions will
" vagech microdata sets.

The Rugglesas distinpuizsh itwo
kinde of imputations in BEA’s ac-
counts. One consigis of values that
are market transactions they think
BEA has moved ssnong sectors. These

» they move back. The other consists of
nonmerket transactions, Thesa are
* grouped in each account and shown
separately, with alternative aggre-
gates including and excluding non-
market transactions. The meain affect
. of thair alterations is on sector ac-
* counta, but it is the concept of GNP
. end  income excluding nopbmarket
transactions that I comment upon. As
a preliminary, Jet me recognize that
there ig & common belisf that a sig-
nificant concept of money income sand
vexpenditure exists; that it is simple
angd noncontroversial; that it is gener-
ally understood; and that BEA esti-
mates start from data for monstary
{ransactiong and add imputed items.
However, none of these things are
true. The Rupggleses ave too sophlski-
" cated to believe wholly that they are,
but [ think they nevertheless underlie
the rationale for their accounts.

L 1Ii there arve to be two sets of ac-
counlts, ohe Mmore conservative and
one more venéuresome, the more

- comservative should be approximaitely
EEA's present get, not a set based on
g “trangactions” or money concept
that narrows its scope. BEA has als
ready restricted imputstions almost
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entirely to those that are essential to
obtain reasonsble measures of income
and production for the whole econo-
my, for gectorg, and for indusiries.

2. The “market transactions” moas-
ures in the IEA's actvelly go only
part way toward eliminating nonmar-
ket transactions. Notably, they do not
gliminate - inventory change, The fact
that inventory ctiange {and, for any
net series, consumption of fixed capi-
tal) exiats is the most obvious resson
that a sensible concept of income or
production ‘based “only on transac-
tions, or money income, cannot be
found. | diseuss this point in the sec-
tion on sectoring, helow.

3. The IEA measure of GNT based
on markst transactions iz $136.8 bil-
liop smaller than BEA's GNP in 1978.
With trivial exceptions, it is GNP ex-
pluding the sarvices of {Le., walve
added hy) owner-oceupied dwellings
and structures owned and occupied by
nﬂnprufit institutions. 1 see ne reason
to give this measure a centrsl role in
output measurement or in the ar-
rangemant of the accounts. )

Some 31222 billicn of the $136.3
Biflion difference results from com-
plete slimination of any value added
for the eftock of nonfurm owner-occn-
pied dwallings alone. Of their totsl
space rent of $144.8 billion, only the
$22.5 billion that represents pur-
chases from other enterprizes for
maintenance and repairs ig retained.
This measure corrssponds to no one'’s
idea of the proper valuation of hous-
ing services. Most. I helieva, accept
BEA's imputed rent treatment, but
those who do not would typically
eliminate from BEA’s GNP only net
rent ($9.2 billion); they would wvalue
honsing services “at cost,” that is, by
actual outlays for taxes, interest, re-
pairs, ‘and maintenance, plus depreci-
ation.

Detail of the GNP account

Partly hecause the Kuggleses assign
the market transactions aggregate o
cantral role and must therefare divide
entries in such a way that it can be

5. It it true that in NIPA table BB, the Tull $172.2
billion 1% zhown ay "hnpotations Incluged in GNP
This is corrack in the seaee that it would all be debeird
il pwner-oeoupled houses wers treated o9 BEA trests
consumer durables, However, BEA does oot mply
that tero would be = sensible value for the servioes of
dwellings.
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derived, the product side of their GNF
account- (table 1.1) is awkward and
much less convenient and informative
than BEA's suremary national income
snd product account. The &5 side
of the IEA account, which has addi-
timal problems, seems unusable, If
this account were adopted, tables (e.g.,
national incorne by type of income)
would have to be completely divorzed
from the geeounts.

Sectors

The IEA sectors differ explicity
fromn BEA's mainly in that they clas
sify nonprofit Institutions serving in-
dividvals, incleding income originat-
ing in them, in the enierprise sector
rather than in the personal sector. In
addition, however, the income and
product of domestic workers, employ-
se benafits in kind, the change in e
seyves of penmion funds and life insur-
ance, and trapsactions relating to
owner-vccupied housing are moved
from one sector to another.

Nonprefit institutions are primarily
consuming unite, with part of their
consumption consisting of the pur-
chase of lahor services. In this respect
they are akin to both goveriment and
households. In my growth accounting
studies, I group production in govern-
ment, nonprofit institutions, and
householde because they share an-
ather crucial common characteristic,
There is no measure of output other
than input, s¢ that measured output
per unit of input does not change. Be.
cause of gredt interest in government
as guch, BEA keeps government sepa-
rete; it combines nonprofit institu-
tions and houscholds. To combine
nonprofit institwtions with the pro-
ducing unitz in the bosiness sector,
whose outpui is novmally sold to the
other sectors and can be independent-
ly measured because there is g sale, is
the least satisfactory grouping.

The moving of the production of
household employess to the business
seclor ie subject to the sarne objection
as the moving of nonprofit instita-
tiong and alae introduces an unneces-
sary artificial feature: The Rugglesses
congider domestir workers ond haby-
sitters to be proprietors of unincorpor-
ated businesses,
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I helieve the Ruggleaes' primary ob
jective in resectoring is to achieve a
household account in which the re-
eceipty and expenditures corregpond to
the amounts that would (or should or
conld) be obtained by adding up
amounts reported by microunitz in
household surveys. For example, in-
stead of using a bridge table that in-
corporates appropriste adjustments to
personal inesme to derive a macroger-
ieg for household current incoms, the
adjustments would he incorporated m
- the macroaccounta themssalves. 1 have

three cominents.

1. I not only believe that the Rug-
gleses fail t0 meet their primary ob-
jective, but also that the objective
itgelf is a chimera. This belief has sev-
eral aspects.

a. There is no general concept that
microdata follow or even can follow.
They differ with respect to the choice
and definition of reporting unit—
houzeholds, familiey, dwelling unibg,
individuals, taxpayers, ete—and re-
sulta are semgitive to even minor vari-
ations in definitions. Income and
cutlay definitions also differ. In addi-
ticn, institutional populationz and es-
tates and trusts may be included, ex-
cluded, or handled in various ways.
The differences among microdata sets
automatically mean that the personal
{or howsshold) account could at best
bet consistent with onlg one microdata
set. For all others a bridge table
would be needed. ® Why not use &
bridge tasble for all such sets, as is
now done? .

b. Bridge tables will also be re-
gquirad betanse aggregates of micro-
data trest on & combined or gross
bagiz items that are consalidated or
netted in the JEA household current
incormme snd outlay ascount. This ac-
count, like the NIPA parsonal ac-
count, alimingtes all. transactions
among households except (in the
NIPA accounts) factor payments. In
microdata, such a transaction appears
ag a payment by the giver and receipt
by the recipient Moreover, a gresat
many transactionz are netted in the
IEA accounts; insurance payments
and house sales are two importent ex-
amples. Some of these points ara

&. NIF4 webla 912 peovides a reconcilistion of the
bridge tabl: type between personal imeome and totals
compiled from ome =xt oF microdatn, adjusted groes
income reparied Lo the Internal Revenue Service
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noted by the Ruggleses in their annex
1, but. they do not bring owt that con-
solidation and rnetting prevent
achievement of a macroaccount that
ean be distributed without aﬂ]ustmant
ATONE Micronita,

¢. It iz not obvious that "mar]:et
transactions” are either more acci-
rataurmoremaﬂyuu]lectedﬁ*nmm—
crounits than personal income and
ontlay components. For example, cer-
tain earnings in kind {food, fodging,
etc.) must be incleded in wages on the
W-2 statemenis and on Form @M,
the sources of information most easily
aceessible to most people. To identify
the income in kind included in
income of farm or retail . proprieiors,
one must allocate the amounis of
their business costs that are fncired
in providing  commodities to them-
selves—no sasy or avtomatic task.

The change in a firm's inventories
canpot be obtained from market
transactions, and mo sensible income
figures cen be caleulated without
knowing inventaty change. The Rug-
gleses (wrizely) resalve the dilemma by
including inventory chinge in income,
but in doing so abandon the mavket
transactions  concept.  Similarly,
income cannot be computed withouat
data for ecapital consumption that
cannast be obtained from market
eransactions; the Ruggleses use the es-
timated valuaa

There is no uenaible concept af all
of houschold money income and ex-
penditures with respect to life insur-
ance carriers and pension funds,
either. Here, too, the Romglages wisaly
abandon the market transacticns con-
cept (although I -believe their alterma-
tive, which 1 discuss later, is litle
better). . .

2. Concepts should be asppropriate
for the purpoees to which 4ats are to
be put. One can gquestion whether the
vige of market trensactions in the IEA
household account would be an im-
provement. In size distributions, for
example, A messure comprehensive
encugh to indicate that a higher
income is better than a jvwer iprome
peems a reagonsble objective. Most
peopie would like the data to conform
more closely to this standerd—by in-
cluding undistributed profits, for ex-
ample, or more types of income in
kind—not to eliminate items of genu-
ine income a5 the Bugpleses do. Their
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elimination from -income and con-
sumption of housing services would
distort: asize distributions, and ae
would - the elimination- of ivgurance
and pension fund saving.

3. The main pﬂiuts under 1tem 1y
apply egually, mutatis mutandis, to
changing the account for the, business
sactor to conform with microdata gets,
No one set of apgregate data can
matech all microdata because it makes
a great difference whether one deais
with establishments or firma_ and, if *
the latter, with dats for affilisted
firms that are consolidated or uncon-
polidated; interext and dividends re-
caived by some corporations cannot be
netted against payments by others; in
terplant transfers’ are not market,.
transactmns, and so on. :

Estimates of Saving .

: L]

The Ruggleses’ changez would raise
the Nation's net saving, capital con- i
sumphon, and gress saving as shnwn
in ithe MIPA’s and shuffle the saving |
already included among sectors. It is
not eagy to see the raelationship be
meensawngmthatwnsetsnfm
counts, 20 I heve introduced table 1,
which reconciles the saving series in
1678,
. Total net saving in the NIPA's—
$134.0 billion in 1978—is mmaptua]ly

‘equal to net private domestic invest

ment plus net foreipn investiment
Bumnass, government, and personal
saving show the distribution- among |
sectors of the saving that frees re !
mources for net private domestic in-
vestmment, (i.e., investment by busi- ;
ness, defined to include all hetd private §
investment in dwellings and nonprofit }
structures}), and met foreign invest. |
ment. The accounis are eagily. renr- |
ranged, as is sometimes convenient §
when governments are in deficit, to §
show the sector distribution of the
private saving that frses rescurces for
net private domestic inveatment, net
foreign investment, and the govern-
ment deficit. .

The IEA's add tc NIPA total net )
saving the increase in  household |
stocke of consumer durables snd in- B
ventories (in household saving) and F
the increase in government stocks of §
consumer durshles and inventories (in §
government saving). These additions §
raise total net saving hy $98.7 hillion d
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or T4 percent. The removal of margins
on  ownérbuilt - homes from capi.tal
formetion redoces nat saving by $1.7
billion.

- Theé Ruggleses have ehminat&d the

- ned inflow from abroad of reinvested
earninge of incorporated foreign affili-
atea, amounting te $£9.4 billion in
1978, from the (domestic} enterpries
account, but 1 do not know where it i
row classified. The vet saving figures

. for houscholds. and - government
shown in JEA tables 1.40 and 150
have not -had thiz itemn added to them
(nor should they hava); the rest-of-the-
world euvrrent account does not show
net ‘saving. 1 have added a column
titled “Cther” 4o the reconciliation
table to register this item because I
do not know where the Ruggleses
would include {t.

Total capital consumption in the
NIPA's wes §221.2 billion in 1972
The Rugpleses add 51481 billion in
tha honsehold zector for consumer du-
rables and $52.2 billion in the govern-
ment sector for government struc-
tares and durables, raising the total
by $201.3 billion or 91 percent. Thay

- SURVEY OF CURRENT BUSINESS

alzc deduct depreciation on nonprofit
struehires, $5.6 billion, to arrive at
the ecapital consumption figures
shown it the sector tables. They have
to add this item beck to arrive at the
$422.5 billion figure shown in JEA
takble 2.1.

Total gross saving in-the NIPA's of
$355.2 billion is conceptually equal to
grosa  private domeefic investment
and net foreign investment, and its
gector breakdown shows the distriba-
tion of the gross saving that frees re-
somroes  for such investment. The
Ruggleses add personal consumption
expenditures for durable goods, gov-
ernment purchases of structures and
durable poods, and the amounts of
personal consumption czpenditures
and movernment purchases for non-
durables thai are added to household
and government inventories. These
additions raise grogs saving by 3300
hiltion or 34 percent in 1978, The one
subtraction i3 $1.7 hillion for margine
on pwner-built housing.

Comment on oggregotes.—Let me
abstract from the lest adjustment.

IEA's show the distribntion

Tahle 1.—Rammillatiuu of Saving in the Tategrated Accguits {TEA’) and the Natonal Incoms
- ol Product Accounts (NIPA'), 1978
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among sectors of the gross “saving”—
I find myself reluctant to use the
word in this context—that fress re-
sonrees frotn other types of expendi-
tures for the sum of the following
items busingss investment {as previ-
ously deseribed), net foraigm invest-
ment, parsonal eonsumption expendi-
tures for durebles, povernment pur-
chases of sirucinres and durables, and
additions to household and govern-
ment astocls of nondurables. They als=o
ghow nel saving corresponding to net
values of these items. For analysis of
economis growth and fluctuations, the
expanded net saviug ageregate that is
allocated by sector im less interesting
than the present aggregate. The gross
eaving totsl iz a hugely duplicated ag-
gregate that serves no purpose. The
additional ipformation in these ag-
counts is= not without interest, but,
except for constmer and government
inventory change, it already appesars
in much greater detail in BEA's
wealth acocunts. I may add that a
grosy saving and investment account
such as BEA provides is useful. Its ab-
gence from the JEA system makes it
much harder to obtain an overview.

Sectoral ghifts of BEA saving

Because all economic activity is for
tha benefit of, and in soine sense con-
trolled by, individuals, all sectoring is
somewhat arbitrary. In this shadowy
land, the most important and clearest
boondary is that between government
and the prnraﬁe economy aE a whole,
and it is the transfer from govern-
ment to the private economy (more
precisely, to anterprises) of additions
to government pension reserves that I
find least sceeptable smongr sectoral
shifts of saving proposed by the Rug-
gleses. The amount of saving in this
formt is almeet entirely detarrained by
government, and it also is probable
that a change in the amount of such
gaving is more likely to be offset In
other govermment ithan in private
gaving.

Within the private economy, the
Ruggleses transfer from the personal
sector to the enterprise sector addi
tiong to noncashable private pension
and life insurance reserves (a concept
that itself seems fuzzy, as stated
below! and saving of nenprofit inetite-
tions. It seems {0 me batter to retain
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the BEA practice of confining net
business saving in the NIPA's to un-
distributed corporate profits (with the
inventory valuation and capital! con-
sumption adjustments).

Other Points’

The points below roughly follow the
sequence of the Ruggleses” article.

1. The Ruggleses mention as one of
the thres functions of national ac-
counts now generally recognized the
provigion of “key indicators on the
performance of the ecomomy.” I trust
that they mean to include long-term
a5 well as shori-permo and past as well
as current performance of the econo-

m:,ﬂr‘ Lanpuape to deseribe various de
preciation concepis can easily be con-
fusing. BEA has standardized its
wording by using “capital consump-
tion ellowances” (italics mine) to refer
to boolt, tax, or original-cost depreci-
ation while it calls so-calied “economs.
ic"" depreciation “capital consumption
allowances with capital consumption
adjustment."” The use of “the depreci-
ation allowance” or “depreciation al-
lowances” (e.g., IEA table 1) to de-
geribe economic deprepiation  will
caouse eomfusion. “Capital consump-
tion™ {eg., IEA table 1.40} is likely io
ke less misleading,

2. The Ruggleses' description of na-
tional incorna, a series they abviously
do not like, is neither entively accu-
rate nor altogether fair. First, they
call the measure “net product at
factor cost.” They should say that the
measare is called “national income™
or, alternatively, “net national prod-
uct et factor cost”’; BEA tables use
anly the termm “pationzl Income.™
Second, it should be underatood that
factor cost includes all earninge of

corporate and noncorporate entar-.

brizes, so that factor cost and factor
earnings {or return} are identical, just
as receipts and expenditures are iden-
tical but describe whether the same
item is locked at from the standpeoint
of the recipient or payer. Third, oncs
cne tecognizes thet factor cost and
factor earnings are identical, the
point made in footnote 5 of the article
that they differ translates to & yecog-
nition that actual factor earnings are
not the game ags they would be if per-
fect competition prevailed. But such
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departures are precisely the same for
factor cost measures as for market
price measures and provide little
renson to prefer one to the other. Fur-
ther, the Buggleses' example of an
abundant harvest that lowers the
price of farm products and raduces
the factor return in farming, even
though more resources are used to
produce the larger . crop, indicates
nothing wrong - with the national
income meagurs. Whether output is
measured at market prices or at
factor cost, a decline in corrent-dollar
values iz consjatent with a rise in con-
stant-dollar values if prices fall. How-
ever, the example hints at the possi-
bility of 2 more basic confusion. A
constant-price series for national
income . measures - the - quantity of
output, not the quantity of input. An
index of the constant-price value of
every product component of net
output should be identical whether
valuation iz at fa¢tor cost or market
price. An aggragate series for real na-
tional income differs from one for real
net national produet only because dif-
ferent weights are used to combine
cutput components.

HNational income 13 in fact a useful
sevies. It is obvicusly preferable to
NNFP whenever interest iz in the dis-
iribution of earmings by share or in
the derivation of weights to combine
inputs into a measure of total factor
input. It alge provides a move sonven-
ient real gutput meggure for analysis
of productivity. NNP is. to be sure,
usable for that purpose, but unless
national income iz @lso available ooe
cannot identify the affects of composi-
tional shifts to ar from heavily taxed
or subsidized commodities or servicas,
A price series for national income is
more appropriate than one for NNP
for indexation of income taxes.

4. The Rupgleses, in deseribing the
BEA treatment state that “the valua
of public goods iz imputed, on the
product side of the government pro-
duction account, at an amount that is
equal to the cost of providing the
goods.'” I suppoese one could adopt this
rather tortured way of looking at the
matter if one were concerned only
with total output, but I must note
that neither the NIPA's nor the IEA's
actnally show an imputation. To
impute government purchasas to the
private sectors, sbolishing consump-
tion in government, would effectively

_have been raised.” 1 agree

M,E;§I'~l

destroy any useful sectoring in -the
national accountz. Indeed, any impu-
tation of output that is not simulis-
neously an addition to the earnings of
& factor of production tends to do:this
and must ba sternly registad if sector -
acconnts are to have meaning. My
way of looking at government pur-
cheses implies. no imputation. Like
households and nonprofit institutions,
governments are final purchasers of
the HNation's outpat. Asting in re-
sponse to decisions that, in a democ-
racy, are made in the people’s hehalf
by their slected representatives, gov-
eynments provide colleciive consump-
tion. :

5. The Ruggleses
that BEA treats owner-gocupied «
hovses as “fictitious unincorporated
busineszses.” It is a fine point, no
doubt, but this wording wrengly sug-
gests that BEEA merges such houses
with proprietorships and parinerships
and thai net rental income arising in
them i3 classified as proprietors’

6. The Ruggleses indicata that it
would be desirable “to show separate-
by in the accounts, the categories of
transactions about which gquestions
that such
transactions should be showm when
estimates can be made and resources '
permit. A main reason that a good bit
of the detail now in the NIPA's is
shown, including seme for which the
statistica]l basizs would otherwise be
judgzed too flimsy or public interest
too slight to warrant separate presen- «
tation, is precisely to permit users to
reclassify or redefine. But the place to
do this is in the detailed supporting
tables. .

. 7. The Ruggleses say: “To aline the
mactodata and microdata, the nation-
al income and product accounts would *
need to show separately a househodd
sector composed solely of units con-
sizstent with the household definition
of the Census of Population.” Four
points must be made.

First, a NIPA sector with the stipu- .
lated scope would conform only to
Census of Population and Current
Fopulation Survey dets. All other mi-
crodata  sets, including tax daia,
would =till require hridge tables,
Second, =uch a sactor would eliminate
not only nenprofit institutions but =
alzo the institutional population, the
Armed Forces overseas and such of

repeatedly say
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. their family members aa are overseas,
" and estates and truvsts. Theze catego-
ries would then have to be forced into
some other secior. Third, transactions
between these cdds and ends, on the
« one hand, and bouscholds, on the
other, would have to be introduced
* into-the accounts, and transactions by
the present personal sector would
have ic be divided between those to
which houssholds zre parties and
those to which the other categories
¥ are partias. Fourth, Cansus of Popula-
, tion and Current Fupulatmn Survey
* data themselves would continue to
diifer siotistically from NIPA data, al-
though a limited number of {ables
hased on them might be adjusted to
» conform to NIPA aggregates.
The Rupggleses alsg seek to aline
- macrodata and microdata for enter-
priges. The scope of the sector and
definition of transactions diffar even
more amobg miceodats sede for enter-
prizes than for households. There is
* no way the NIPA's could be consist-
~ent with more than ons met. Alse,
thers is no microdata set with scope
and definitions that are consistent
with the purposes of nationsl account-

ing.

Even if sectors and transactions
could be z0 defined that they would
seonform directly to those of some mi-
crodats set in one period, they would
" not necessarily do so in another, The
uses to which NIPA data are put
demand their consistency over time,
and BEA's efforts to secutre consisten-
¥ have contributed greatly to their
‘value. Providers of microdata are
-rarely troubled by this restraint
Moreover, data compiled from tax re-
turng, and most of those from admin-
istrative records, of necessity follow
changes in laws and regulations.

8. The Rugpleses imply that impor-
tant slements in determining how
transactions should be handled are
whether houssholds are aware of
ithern and how they regard them.
Thess criteriz are not very helpful.
Households deserve no special prior-
"ity, and one of two partiea to 2 trans
action msy ba aware of it while the
other is not. Similarly, in difficult
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cames two parties to a transaction are
likely to regard them differsntly, Nor
would the Rupplesss themgalver thinie
it desirable; sven from the staudpoint
of the household sector, that similar
transactions of different individuals
be treated differently; for ezample,
that interest accrying on series B eav-
ingz bonds should be included in per-
somgl income for individuals keeping
track of its amount but ezcluded for
others who let their bonds eit unob-
gexved until roatority snd do wmot
think of intersst.sr part of earh
year's.current income.

8, The Ruggleses state that “much
can be zaid for treating the purchasge
of owner-occupied houses as a capital
trapsaction of honssholds. ...
Owner-occupied housing eouid then be
counted as an assed in the balance
zheet of houssholds. The necessary
data emstmbnthmam*odata.andm~
crodate form.” What the  Ruppgleses
are asking, and I would regict, is that
owner-occupied homes be treated df-
ferently from individually owned
t&nant-—oocupmd homes.

The practical case for trealing all
unite alilke is overwhelining. Millions
of dwelling uniis are sometimes oceu-
pied by their owners and sometimes
rented. Many of them change status
twice a year or more, on & seasohal
bagis. The proposed treatment re
quires registering an imputed sale
{for which there are no data} between
the hovgeheld and enterprise sectors,
equal to the full vaine of the unit,
every time aitch 2 chanmre fakes place.
Imputed intersecioral transfers of the
cutstanding mortgage and accumulat-
ed depreciation must also be regis-
tered. Awoiding thiz nightmare is a
major reason to adopt the convention
of treating all dwelling units as bugi-
nesses, Actually, I cannot understand
why the Ruggleses wonld even wwent
the balance sheeis of two homeown-
ing households to differ just becanse
one lives in its house and the other
rents it out.

Even apart from the probem of im-
puted transactions, there would be a
major problem nct' measuring (cn &
gross bagis, to conform to microdata)
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the values of actual sales that resuit
in shifts between tenant- and owmner-
occepancy, and the baggage of mort-
gapes, tax accroals, and so on that ac-
comparies such sales.

10. The Ruggleses assert in their
discussion of fire and casnalty insur-
ance that gress rather than net pre-
miums should be included in cutput.
This view contrasts with the usual
and, t¢ my mind, more acnaptabla,
view that & casualty company's fune-
tion is to spread risks among its poli-
ovholders (who, if they preferred,
could do ap without its intervention),
and the value of its services is the
amount of the premiumas it rataine for
performing this gervice.

11. The Rugeleses assert that the
appropriate measure of the increase
in an individual's equity is the in-
crease in the cash surrender value of
his insurance ond pension policles,
not a prosrata share of the total re-
sarves of life insaramce companies.
Term policies and unvesied pension
plans are not sasets, according to this
view. But a renewabla term insurance
policy with no cash surrender value
does carry the option to obisin future
insorance, It costs the insured more
than straight term, requires insur-
anca cotnpany reserves, and canhot ba
acquired by 8 newcomer without ex-
amination. Ales, an employee with 9
years service in a pension plan that
vegts after 10 years has a wvaluable,
even though tontingent, claim whose
gxistence requirez pension fand re
served. The Rugeleses do not require
certainty of pavment and instsnta-
neous convertibility to cash before
other asgets are recogmized, and I do
not know why they ds so in this case.

12. Like the Rugplesss, I have mis-
givings sbout BEA's frestment of co-
sumer ipterest, but ynlike them I do
not believe that its full inclusion in
PCE and output measures wonld help.
I would be inierested to know how
the Ruggleses would deflate consumer
interest, and alse how, in the con-
stant<dollar series, the inclusion of
consumer interést would resclve the
trouble introduced hy prices that are
raised to cover implicit eredit costs.
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John A. Gorman

MY comments consist of & number of
points that seem to ma fo be reeful in
evaluating a treatment of financial
intermediariea “that would reflect the
way the transactions would be record-
ed in individual transactor accounts.”
The Ruggleses discusa this altarmative
to the BEA treatment in annex 1.

Fire and casualty insurance. —First,
I would lilee to make sure that the re-
lationship between accidental damage
to Awxed capital and inswrance for
such demage is clear. All accidental

to fized buminess capital ig in-
cluded in the BEA account: in capital
consumption ellowances, whether or
nok the property is insured. Insurance
simply affects the industrial disteibu-
tion of the cost of the loss. For nnin-
sured businessas, the loss is borne by
the firm owning the destroyed capital;
for insured businesses, the loss &
borne by the insurance industry if the
logs was unanticipated in the rate
gtructure, or shared among all insur-
ance customers, if the loas was antic-
pated in the rate structure.

Ag the Ruggleses describe the trans-
getions relating to fire insurance and
damage to fAxed capital, under a
macro-accoanting trestment that re-
flects individual trapsactor accounts,
the macro-accounts would no longer
add the accidental damage to capital
consumption ellowancez: and would
measure ithe valwe of insurance serv-
ices as the premiums paid. This treat-
ment, they recognize, would not affect
total GNP, but only its industrial dis-
fribution. However, it should be noted
that adoption of this treatment
changes net national product—raising
it in the year in which the damape
occurs by the amount of the
and reducing it in the following years
by the continued depreciation on the
damaged capital. I fail to see the util-
ity of such a measure of net national
product.

Several items should be noted con-
cerning the hamdling of these various
transactions in mirrodata seis. First,
in tax returns, businesses may deduoct
accidental damage in arriving at prof-
its. Thus, in this respect the BEA
treatment is consistent with these mi-
crodata. Second, 1 venfure to suggest

that no single treatment of fire and
castalfy insuzance will encompass the
variety of accounting treatments that
are wsed by individoal transactors. 1
invite the Ruggleses tn contemplate
the rich variety possible under the in-
voluniary conversion rules for tax re-
turns. Third, five and casualty insur-
ance generally pays the replacement
cost for the destroved asset, not the
historical cest. In an inflationary en-
virooment, this practice gemerally
mesns that the ingurance proceeds
exceed the book velue of the des
stroyed assets, and generally accepted
accounting principles require that the
excess be booked as net income. (One-
third of the net income reported by
Awerican Airlines in 1979 came from
the excess of replacement cost over
book value of a plans that was de-
stroyed.} In the BEA aceounts, this
excess of roplacement cost over book
valug is part of the capital ecnswmp-
tion adjustment; I assume thai the
treatment described by the Ruggleses
woilld not be carvied so far as to clas-
pify the excess of replacement cost
over historical cost as net income in
order to further the integraiion of mis
crodata sets.

Health insurance—In BEA’s pree-
ent treatment, the value of medical
core i counted onee, as the amount
paid to health care providers regard-
less of whether the payment comes
from the sick person’s own assets, an
insurance company, or Medicare or
Medicaid. The slternative trestment
described by the Rupgleses wonld
count the value of medical care paid
for by an insurance policy purchased
by a household twice, once a2 & sum
paid to the mediral care , and
once a5 the premivum paid the haalt.h
insurance company. Medical care fi-
nanced from the sick parsona owWnl
assets, employer-paid insurance, or
Medicare and Medicaid wuuld b
counted only once. I see no point in
gmssmg up the messure of output of

services in the manner
scribed,

Tha Ruggleses introduce antsrprise
current copsumption that includes
the purchase of medical services from
health care providers in the case of

emnplaye ,
Tha purpose of this procedures is to
have agegrepate household accounts
that can be assembled from the kind

of data that can be collected in field

r-financed health. insarance.

surveys. As the Ruoggleses note, - this

world not involve any change in the
production aggragate or the industrial
composition of output. The BEA pro-
cedure is based on the principle that
medical consumption should be in the
persoral income and cutlay account

for cages in which the consuming. in- -

dividaal decides which doctor or hos-
pital shall provide it. Implementation
of this principle seems to provide the
enahdaca]ly apost useful location for

the medical consumption. For this

reason, BEA made sure to include in

the personal income and outlay ac-
count medical expenditures financed
under the Medicare program.

It should b noted that althaugh
the Ruggleses describe an “allocation
of what is shown in the BEA ac-
counts” tu mmnduals and note the
reaul distorted picture

health i{nsuraznce does not require
such an allocation. BEA aggrepates
could be obtained equally well by: (1)

ing premiums to all the insur-
eer' in the microdata sets, and {2) allo-
cating benefite to only those indnvid-
uals that received them. Indeed, only
such & precedure woald yield the cor-
rect change in net worth for each in-
dividoal: The gick person’s net worth
iz not impaired to the extent that he
or she iz covered by insurance.

Before leaving non.life insurance, it *

should be noted that fire, casualty,
and health insurance do not exhaust
all the categories of losses that can be
ingtired against and for which a treat-
ment must be provided in the nation-
al accounts. However, the jssues that
arise in providing an appropriate
treatment are similar. '

Life insurante and pensions—The
Ruggleses, in the TEA’s, change the
treatment of life insarance and pen-
gion {unds to measure personal saving
by the change in the cash eurrendar
value of life insurance policies or the
vested henefits of psnsion funds. Two
points need tc be made. (1) Life insur-

ting
o the prasent BEA treatment of °

-
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. &nce cerrier saving, and therefore cor-
" porate. profits, would be increased by
;' the excess of the increase in AgETE-
gate reserves ovexr. the increase in
cash surrender .values. ‘This change
would require a departure from the
_ypresent similarity of microdata files
* 1 for life insurance carriers and the na-
tional ageregetes-—a deviation from
the transactor approach. (2j [ am un-
aware of agg'regata data on cash sur-
¥ render value.

! Interest—The approach to enter-
* prise interest that the Ruggleses call
the transactor approach would have
the consequence that the messere of
. 8 firm's output would be a function of
the distribution between borrowed
* funds and equity capital; a firm that
¢ borrowed part of its capital woald, ce-
llteris paribus, have a lower value
‘added than a firm that operated en-
tirely on equity funds. I do not believe
that such measures of value added
» would be intdresting.
. [ have particular trouble with the
deflation of interest as a service. If in-
~terest rates go up, ceteris paribus,
| borrowing  industrier’ current-dollar
value added would be reduced under

{,Marhn L. Marimont

il"l IN their article, Nancy and Richard
\Ruggles have made an important con-
tributicn to the continuing develop-
ment of the national sconomic ae-
Jcounts, They propose and implement
|extensions of the national income and
¢ [Product accounts to provide for: more
nonmarket  trapsactions than are
cpresently included, capital traneac-
1til:r|:|s and the saparation of imputa-
itions from other transactions. In addi-
wition, the Rugglesss modify the struc-
fture of the accounts in secordance
ith their goal to integrate the ac-
wgounts mare closely with the data for
Jindividual trangactors and with those
trangactors' perception of their trans-
3 actions. While I will focus on three
Y broad aress where I disegree with the
)

.
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the transactor approsch., If htereﬂt
services were deflated by an appro; n—
ate interest rate, the conatant-della
vaiue added would be um:hangad
Conseguently, the implicit price defla.
tor would fall. I do not understand
what this dechne in .the deflator
would mean.

It is true that the transactor ap-
proach - would yield the identical
output measures for depository insti-
tutioms that are now derived through
the device of impuding intarest to the
depositor. As a national accountant
who has spent a pood patk of his
working life explaining the banking
imputation, the resalting reduction of
my workicad would be welcome, How-
ever, the price iz too high. I find it
quits gimple to justify the banking
imputetion: At the cost of being illi-
guid, the depositors could have invest-
ed their money directly and obtained
higher returns. Their acceptance of
n¢ or lower interest iz an implicit val-
nation of the serviee of liguidity pro-
vided by the financial institution.

For consumer and government in-
terest, BEA does not use the factor
cost approach that is used for enter-

Ruggleses, I wish to congratulate
them for the skill, insight, and inge-
nuity so evident in their formulation
of the JEA's.

1 I believe that the Enggleses
greatly overstate the benefits derived
from: molding the structure of the ac-
counts to copform to the special char-
acberistics of the data for the individ-
ual transsctors, In fact, adhering to
this practice could impose upon the
accounting structure features that are
irrelevant or harmful to the analyt-
ical usefulness of the accounts. It
would appear to be much preferabls
to design the accounting structure in
accordance with what is needed for a
comprebansive understanding of how
the economy operates, where it is
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prige interest. ‘With the factor cost ap-
proach enterprise interest paymenis
da not directly enter output; if intar-
est payments increase or decrease
there is an offsetting movement in
profits. {If an enterprise succeeds in
passing on its interest cogts to its cus-
tomers, interest can, however, indi-
rectly enter output.) For government
and consumer interegt, use of the
factor cost approach would mean the
interest would be included in oukput,
because there is no profit to be the
offset. The nge of the money borrowed
ia not a criterion in the BEA acecunis
in deciding on the treatment to be
given to interest. A choice between
the BEA treatment and a transactor
approach must be made on the basis
of the resulting output messures. In-
tegration with microdata sets for
househelds and povernments can be
ﬂmumphshed by either approach.
What is required for households
under the BEA treatment i to con-
trol microdata to “personnl outlays"
rather then to “personal consumption
expenditures,” and for governments
to control to “government expendi-
tures” rather than to “government
purchases of goods and services.”

now, and where it iz going. Having
done s, the national accountant can
design statistical methods for adapt-
ing the data for individual transactors
to match the requirements of the ae-
counting design. Admittedly, proceed-
ing from design to the data, rather
than the reverse, could weaken the
statistical linkage betwean the micro-
data and the saggregate estimates.
However, that is a more acceptable
cost than the cost of a less usefnl
system of accounts.

2. Having been critical of the prin-
ciple of matching the accounts to the
transacior, I will now ohject that the
Ruggleses do not adhere to their prin-

ciple in some important areas. As a

rezult, the IEA's would appear to be



68

* legs useful to analysts. The example [
have in mind is the exclusion of
hausehold purchases of durahle goods
from current consumption expendi-
turez and their inclusjon in capital
formation. Thiz treatment leads to
household saving very few housahold-
arg are likely to recognize. The reality
of this saving to householders is even
more questionable when one notes
that among its mignificant components
are capital consumption allowances
cn owner-accupied houses and on
household duralble goods. Few house-
holders would consider such saving as
a factox in determining the amount or
timing of their purchases. Even fawer
lending institutions would give much

Stephen P, Taylor

THE Federal BReserve Boaxd has pub-
lished ite flow of funds (FOF) accounts
in essentially their present form,
axcept for ingidental changes in strue-
ture to reflect new financial institu-
tions or new financial practices, since
the mid-1960". The purpose of thesze
accounts s to provide a macroecons-
mic view of relstionships betwesn fi-
nancial markets and nonfinancial ac-
tivity and among verious forms of ii-
nencial markets. Nonfinancial activi-
ty is taken to bs BEA’s mnational
income and product  sccounts
({NIFPA's), which the Federal Reserve
integrates into FOF sectoring using
data supplied by BEA. With this inte-
gratiom, one view of the FOF accounts
e as a sectoral deconsolidation of the
NIPA stetement of total gross saving
and investinent with considerable
elaboration on intersector credit
flows.! A second view of the same in-
formation showe for each market the
sectors that are supplying credit and
the sectors that are absorbing credit.
The full system includes, for both

L. The forp of the injegraton and decansolidation
of NIFA deta i3 describad in Board of Governor of
the Fedeal Ressve Systers, mboduction fo Ffau of
Punda Washington, I3 Board of Gevernors, June
18841, pp. 27-31.
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weight to this saving in evaluating
the cradit worthiness of 4 hougeholder
applying for a loan.

3. The treatment of imputations in
the TEA's is also troublesome. To
begin with, it would be important to
define mora precissly what kinds of
trangactions are to be clagsified as im-
putations, Lacking such definition, I
was surprised io find, as one example,
what used to be called the “banking
imputaticn” included in the market
transactionz catepory “financial perv
ices provided” Another example is
that capital consumption allowances
on owner-occepied houses and on
houzehold dursble goods are sleo in-

gector and market dimensions, sets of
accounts for ‘fransoctions and for
slocks of ontstanding assets apd liabil-
ities. The tranmeactions accounts sarry
the direct link between nonfinancial
activity and financial flows—the pair-
g, for example, of saving and the in-
vestment of saving in a financial
asgat-—and the accounts for cutstand-
ings show asset~labt relationships
within and across sectors that are
major determinants of transaction
flows. Becaunse changes in stocks are
not fully explained by transactions, a
set of “stock{low reconciliation”
statements are used to link the two
types of information,

The full systern covers much the
same ground as the capital accounts
in the integrated economic accounts
(IEA’s), and at the broadest level the
IEA’s should be seen as an integra-
tion of the NIPA's and FOF accounts
within & national accounting frame-
work that iz more formal and more
complete than the present relation-
ship. In setting up the integration,
the Euggleses propose changes in tha
NIFA's to improve the sense of reali-
ty and the generality of the accounts,
and these changes have many conse-
quences for the capital accounts, in-
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cIuded among market fransactions in

the housshold current mcome and

outlay account. )

The second feature of tha treatment

of imputatipns—showing them as a

separais category—appeared initially -
to be appealing. It seemed to be im-j
portant to be able to track the “real”

economy separately from the economy .
including fictional activitizsa. Howev-;

er, implementing a separate treat-|
ment hae resulted in more l:m:m:l]:rlm:hI
accounts and an excessive number of.
totals and subtoials. This increased|

complexity and popuiation explosmnj
of totalz and subtetals may be too

great a burden to place on the users

of the accounts.

cluding financial accounts, which
werg fransferred from the FOF for
the integration exercise. .
Apart from tha joint stracturs|
changes, the major difference from
the FOF is in the very sharp division
for each sector between current ac- ¥
count and :-,apltal acctount—a division
that is reflected in the IEA’s by sepa-
rate sets of sector tables for current ’
activities and for capital transactions
and pasitions. This division tends to
obascure profoundly the definitional-
connections between the twoe account-
ing forms in ways that are not haipf!
to the inexpert user and that can .
casily lead o error. The Ruggleses
may have accentuated the division -
through their form of eapital account -
tables, which interleaf balances,
trnnsacmnns, and rvevalvations to
state in one place everything that
happened to the capital pu&nhﬂn ina
period. The cogt of this foram is that 1t
necegsarily isolates capital from cur-
Tent transactions and requires users-t
to know more than they may want to |
know in trying to use the two togeth- |
er. Pable form is different from ac- |
connt structure, but in this case it has ;
complicated the understanding of the
system and has thus made socess
more difficult for financial analysts.

DT TN - T
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- Hubstantively, - however, the
dhangm preposed for hiousehold ac-

“sounts are clearly valuable to finan-
+gial apalysis in bringing the current
8§ account closer to the view that house-
® holds themselves have of their activi-
, ties and positions than' appears now

in the NIPA’E: In the past, the FOF

mccounts have héld departurss from

NIPA concepts to a3 minimum to

maintain’ elear communications be-

ytween the two systeme. The depar-
tura-.e that have been made are almost

. all in heusahold accounts, and include

the treatment of consumer durables

*ss capital goods and of owner-occu-

pied bousing ae a household activity

without imputed business relation-
achips. The Rugeleses go heyond these
changes to ¢larify, in particular, the
" position of pension and retirement
ssystems. They point out that the pres-
ent measure of personsl eaving in-
¢ludes a =mizable component that goes
. into pension«funds through contribu-
tions and from fund earnings, without
any chofce by individuals other than
whether to hold & covered job. This
Cinclugion in saving carries over into
the financial accounts to produce arti-
frial measures of investment by
households in pension funds that can
,be quite different from either their
vested claims on pension funds or the
actuarizl value of their penzion fund
positions.
* The treatment of pension funds pro-
posed by the RBuggleses is useful
indeed for eliminating some of the oz:
- isting fictions. In the capital account,
househelds are attributed cash-value
claims on insurance and pension sys-

-

Helen Stone Tice

THE Ruggles and Ruggles integrated
economic accounts (IEA) system ie a
modification of the national income
“and product accounts (NIPA's) de-
signad to accommodate three types of
additional information: microdata
that complement and are consistent
with macroeconomic data, imputa-
tions for an expanded range of non-
Jnariet production, and data on finan-
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tems, presumably a reasonably liquid
asset, and pension assets beyond cash-
valuge claims are left selfatanding in
the equity of the financial enterprise
sector, The only caveat is that the
Buggleses mediatize the Federal Gov-
ernment's retiroment systems
through the pension and insurance
sector, thus mixing two very different
operations i ohe account. For finan-
cial analysis the accounts would be
more weeful without this layermg of
tlaims.

For retirement systems there in an
additiona] guestion about unfunded li-
abilities, which are the difference be-
tween present value of foture pay-
ments due from retirement systems
atd] the capital vaine of the assets of
the "systems. These unfunded liahil-
ities ¢an be estimaled separately for
private funda, State and local govern-
ment systems, and Federal systems,
end the totals are evidenily large.
These capital values have important
implications for the employer groups
supporting the retirement systems,
but they prohably have little mesning
to workers covered by tha plans, be-
canse they are illiquid in an extremse
degrae and are fairly abstract con-
cepts. Financial planning by individ-
uals - upquestionably recognizes ex-
pacted future flows of income from re-
tirement systems as an important
backdrop for assst and liability pref-
erences, but does not require that
they be nailed down es capital values.
With an asymmetrical eondition such
as this between obligors and obligees,
a broad accounting system such as
the 1EA's can legitimately include

cigl transactions and on weslth and
balance sheets. The IEA system con-
sists of current and capital accounts
for four sectors, summarized by an ag-
gregate praduction account snd by ap-
gremate wealth and capital aecounts.
In all cases, the current accounts
clearly differentiate between market
and nonmarket transactions, and the
capital wecounts combine bslance
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such velues pe peripheral or memng-
randum information without ineorps-
rating them fully into the sccounts.
Social Security plays a role for indi-
viduals parallel to retirement sys-
tems, and its capitalized liahilities
might be included in the memo table
even though Social Security is not
itzelf capitalized at all in NIPA's,
FOF aeocounts, or IEA's.

Treatinent of retivement systems is
the most important innovation in the
IEA's for the financial analest, but
thers are many others that have
varying usefulness and that need con-
sideration. It is mot clear, for example,
that charities and foundations belang
in nonfinancial rather than Anancial
enterprise or that the inhabitants of
“other banking” would recognize
themselves under that rubric. More
subhstantially, there is an interesting
contrast between the JIEA'% and FOF
accounts in the meaning of the na-
tional eppital account or national net
worth, in which the FOF statement
gives the position, foreign plus domes-
tie, of domestic residents, while the
IEA's pgiwe aquity pogitions, foreign
plus domestic, in a set of domestic
ssset= and liabilities. The Ruggleees
propege a great many fea-
tures such as these that ghould be
looked through and integrated into a
sygtamatic acconnting  structure
where secioring, current accounts,
and capital accounts can be seen ta-
gether in  their interrelationships.
That integretion has not really been
done yet, but the proposal is plainiy
rich enough in #2 implications to
make the effort worchwhile,

sheets, capitsl transactions, and reval-
uations in a single presentation. In
addition to these structural modifica-
tions, the Ruggleses make certain
chanpes in sectoring end in the re-
cording of transactions.

All of this results in a set of ac-
counts that, superficially at least,
look quite a bit different from those
that we are used to seecing. They look
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lese unuzuwal to those familiar with
the Federal Reserve Board's flow of
funds (FOF) accoumis, but- not all
NIPA asers are in that company. Tha
Ragzleses add only a few new esti-
mates, largely BEA estimates that
have not been incorporated into.the
NIFPA's but are consistent with them,
By and large, therefore, their work
consists of moving existing pieces into
a new configuration: It is legitimate
to =sk, therefors, whether all this
resrrangement makes uwe sny. better
off. Are the IEA'S more precizely esti-
mated and more iluminating than
the acconnts that we now have?

This cormment is roncerned primar-
ily with the capifa! accounta in the
TEA; other changes are discussed only
to the extent that they affect the capi-
tal accounts. The IEA system is a sub-
stantial first step in the expansion of
the NIPA's to include more fully de-
veloped capital accounts. Indeed, if it
were not so0 substantial a step, the
uzer would be less conscious of the de-
firiencies in presentation noted in the
rmainder of this corament. The first
saction covers the formal strictora of

the IEA capital accounts; it evaluates |

the broader concept of capital forma-
tion that they embody, and compares
them with existing presentations. The
second section touches on two other
nspecis of the TEA’s that have partin-
elar relevance for the capital ac-
counts: sectoring and the clagsifica-

tion and reclassification of iransac-

tiong, The next sectione describe and
evaluate both the constant-dollar cap-
ital accounts and the view of saving
provided by the [EA's,

Capital accounts of the IEA s

Form of the accounts.—The general
form of tha capital sccounts jg much
lika that recommended by the United
Nations System of National Accounts
(SNA) guidelines for balance sheets.
The IEA prezentation combines four
accounts for a single year into ome
table: the opening balance sheet; the
trarmactions in 2ssets Aand lisbilities
during the year; any revaluations in
these assets, from whatever cause;
and the closing balance sheet, The
focus of the presentation ie clearly cn
sector capital formation and acewmu-
iation, with provision for systemati.
cally recording price appreciation and
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other changes in value arising outside
the production process.

1t is unfortunate that the IEA cux-
rent accounts stress gross saving amd
investipent while the capital accounts
use net concepls; it makes relating
them more difficult than it should be.
Indeed the enterprise current acconnt
does not ever have a convenient pres-
entation of gross and net saving that
covers all the entities included in this
sector. Although the hougehold and
government eseciors hove explicitly
identified  secter discrepancies be-

" tween net saving as measured in each -

of the two accounts, such a discrepan-
¢y i unaccountably mizzing for the
ise Bector. Explicit discrepan-
cies are of immense valuz to the prac-
ticing national accountant, because
they are & good indicator of statistical
trouble; surely there should be some
recogmition of their evistence
throughout the IEA svstem.

It ir difficult to relate the current
and capital accounts conceptuslly be-
cange nf their different format. It also
is difficult to relate them empirically,
berause of disparities between the es.
timates of capital consumption,
Baving, and net investment reported
in the two accounts for the enterprise
and the government sectors. Invest-
meni hy nomprofit institutions and
government ehterpriges is included in

- TEA enterprise gross investment in

both the current amd the capital ac
counts, JEA enterprise capital con-
sumption allowances include capital
coneumption by nonprofit institutions
and governiment enterprisas in the
capital account, bwt not in the cur-
rent account, however, at least not in
a readily identifiahle form.* Whatever
the cause, the Iack of an explicit groas
and net saving statement for the en-
terprise account is a severe limitation
of the IEA system; if the account
were patterned after an income and

1. According o the taxt, thie ramaited incons of Rob-
prafit inelilubions i groas of capital eaneumption al-
conmequsntly, enterprise capital coomurop-
tion allowances exclude those of nonpeadfle instituana,
TEA tahle 12 and the tobssctor stemints indiouta that
the mirplus of gevernment enterprises ahown in the
grees netional product, enterpriee groes product, ad
grvarnment ercounty i3 geom of capltal sonaamption
altowanees, wlthoogh by -E.I'I.I.tﬂﬂ" with proprietors'
incoe, |t szemp that et income shackd bt shown
here. Morstver, government enterprine eapiial con.
mumption allowanees st included in the current-ac-
conat messore of capital congusaption allowances v
the peveynTeLL S0Tor.
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outlay account rather than the pro-
duction aceount, it might he easier m
provide such a statement.

Similar difficalties exdst in relatmg
the current and capital accounts for
the -rest of the world. In the current
account, tha TEA’s retain.the NIPA
concapt of net foreign investment, &
measure -of net saving by the United,
States. In the capital accounts, on the
other hend, the IEA's reflect the in-
veat:mantsofthe rest of the world in,
the United States net of foreign bor-
rowings and saleg of equity in UB. fi-
nancial markeis; it is foreigners wha
are saving and accumulating cleims*
on the United States. Obviously there
needs to be only a change of sign
when relating the two accounds, but a »
more straightforward presentation
wotilld he desirable.

To those unfamiliar with the FOF,
accounts and with BEA's capu:.-al stock
calculaticns, some items in teble
stubs for the capital account often are
not aa2 clear as they might be. .

1. The appearance of gross invest-
ment on 8 line labeled “gross stock”
is confusing, and revaluations to re-*
valuations are a mystery without a
careful reading of the text.

2. The derivation of net investment
in  reproducibie assets and of net
stocks of these assets is done in con-
sidershle detail in the IEA sector ac- |
counts; it almost replicates the per-
petual | inventory calculation. Al
though the distinction betwesn boolk
and replacement cogt measurez is an
important one, and although it is de-,
girable 10 report estimaies on both
bases, it is not clear that the full de- -
tails of thiz derivation need to be in-
cluded in the eapital accounts; sup-
porting tables might be a much better
vehicle. There iz almost too much in-
formation toe be absorbed even In-
sector capital accounts with tangibles
shown entirely in net terms, as they .
are in the capital accounts for tha
Nation.

3. “Transflers of equity” may not ba :
the best term with which to vefer to [
the attribetion of certain types of eqg- :
uitiek to the net worth of their owners |
rather then to the independent net !
worth- of -the sector in which they"!

f
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originate. Corporate shaves outstand-
ing are subtracied {rom the net worth
of corporations and -atiributed to-
households and other holders. Propri-

:
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Y gtors’ equity snd pension, trust, and
' ingurance equities are transfarred to
the household sector; the eguity of
| government enterprises is iransferred
to government; and the eguities repre-
¥ gentad by direct investment positions
| are transferred to the owner.

Definition of copitel formotion—
‘Recognition of ¢consumer and govern-
ment capital formation has Iong been
coptroversial, but the treatment pro-

sposed by the Ruggleses seems sensi-
bla.

Owner-occepied housing has always
Jbeen included in the NIPA's as capi-
te]l formationm; putting it and the
mortgage debt that finances it in the
hotgehold sector mervely makeg the

* gector conform more closely to cus
tomary definitions of personzl wealth,
The importance of consumer durabies

“in the U.8. economy warrants’ their
inclesion in capital formation (even
though the 8NA doss not do s0). Cer-

; tainly much of the transportatiog
services comsumed i the Urited
States today is owner-provided; and

Jmajor appliances, which are capital-
ized if installed in rental units, should
be given the same treatment if in-
stalled in owner-occupied units. Foz
consumer durables, as well as for

. owner-occtupied housing, the TEA's in-
elude components of service value be-
sides capital consumption allowances;

"the FOF measure of the service value
of consumer durables includes only
the latier. The estimates used in the
[EA's are BEA estimates, designed to
be consigtent with other portions of
the NIPA's.

The NIPA's do not recognize gov-
~erhment capital formetion. However,
the SNA does, and there are several
indications ihat it would be useful to
do g0. These indications Include
tecent journalistic accounts of the
perilous state of much of the Nation's
dnfrestructure and the inclusion of
“the replacement value of tangible
agsets in an- estimate of the real net
explicit liabilities of the Federal Gov-
ernment published in the 1982 Eco-
noric Report of tha President. The
Roggleses include only the capital
sonsumption allowsnce in  service
value, probably for want of estimaies
of other components.

Relalionship of the TEAS and exizi-
ing presentotions.~—The IEA’s consid-
erably expand on the information on
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capital formation &nd its financing
currently in the NIPA grnss saving
and investment account apd broaden
the content of capital formation as
well. The IEA'z and the FOF sccounts
share certain characteristics: the use
of geptor gross saving and gross im-
vestment concepts; the aftribution of
capital formation in owner-cécupied
housing to the housshold sector
rathar than to the business sector, the
treatment of consumer durablas as
saving and investinent rather than as
current consumption, and the remov-
zl of government pension and insur-
ance funds from the government
gectar. In addition to these FOF ad-

justments to the NIPA's, the Rug-

gleses remove nonprofit institations
end personal trusts from the FOF
household, personal trust, and non-
profit institutions sector and reclas-
gify certain government outlayz frem
consumption to capital formation.

The user of the FOF accounts may
find himself at sea in the IEA cepital
socount however, for it combines the
conventional FOF sector transactions
account with the less frequently pnb-
lished balance sheets and reconcili-
ation statements. This IEA presenta-
fion is clearly not e convenisnt for
the analysis of financial markets as is
the FOF systemn. In the FOF aceounts,
time series are typically given for
gach of the component accounts sepa-
rately—balance sheet, transactions,
revaluation. Moveovar, the presenta-
tion of the estimates in terms of both
sectors and asset categories enhances
its usefulness as a market summary.
Clearly the specialist user of the FOF
system will probably not find the
IEA’s to his liking, and they are not
really ag appropriate to his parposes.
For the NIPA user, however, they are
a useia! introduction to this financial
informaetion; and they do show quite
clearly the process of accumulation
and the relationship of NIPA saving
te the balance sheeits on Buccessive
dates,

The IEA capital accounts for the
Nation and the FOF statement of con-
solidatad domestic net assets both
show national weslth as the swn of
sector net worths, but they differ in
the way that the two systems elimi-
nate the deuble-counting of equity. In
the IEA’s, the portion of a sactor's net
worth represented by eguity claims
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heid by other sectors—primarily the
household sector—is atiributed te the
owning sectors; this transfer leaves a
residual equity for the enterprise

prietors” equity, the market value of
corporate shares held outside the en-
terprize sector, and the value of the
beneficial owners’ equity in life insur-
ance reserves, pension funds, estates,
and trusts. In the FOF halance sheats,
on the other hand, the transfer is
made in the opposite direction; it is
household net worth that is reditced
by equity holdings and enterprise net
worth that is left imisci. The IEA
treatment atbributes most of national
wealth to houssholds—particularly in
titnes of rising stock market values;
this treatment, which is the one ree-
ommended by the SNA, iz consistent
with treatment of equity issues in the
capital transactions account. The FOF
treatment, on the other hand, sug
pests a more important vole in
wealth-owming for enterprises than
that shown in the IEA’s, and may
lead to usefu] insights about the con-
trcl and likely use of this wealth.

Sectoring and frangactions

Sectoring—The changes in sector-
ing improve the homogeneity of the
household and government sectors,
but at great expense to the usefulness
of the snterprise sector. To a consider-
able extent, the suhsectoring scheme
appears to consist of conforming FOF
sector detail to SNA categories. The
inguranze arnd pension sector of the
IEA system spparently does not in-
clude property and casusalty compa-
nies; the latter sre, instead, included
in & catepory “other financial enter-
prises,” along with mvestment compa-
nies, finence companies, brokers and
dealers, and personal trusts and es
tates—a heterogeneous collection of
institafions with cobligations ranging
over the entire maturity spectrutn of

“the finanecial aceount.

A number of sectoring legacies
might have been changed, but were
not. The Federal Reserve System and
the Federally Sponsored Credit Agen
cies are part of the enterprise finan-
cial sector in the IFA’s, just as they
are in the FOF and the NIPA's. In
the NIPA's, this treatment may not
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ceuse serfous difficulties of interpreta-
tion, although Federal Reserve profits
¢an behave somewhat atypically at
times; in the FOF accounts, the high
level of disaggregation allows these
institutions to be noticed readily. No
such safeguards exist in the IEA's.
The capital account transactions and
positions of these institutions are sub-
stantial, and, for many reasons, they
should probably not be combined with
other finaneial and nonfinancial en-
terprises.

Transactions.—By and large, the
Euggleses sccepted the transactions
a5 they found them in the existing
MNIPA's and FOF: accounts. They
modified the NIPA's more than the
FOF, however, by introducing the
trangactor approach o recording
transactions, - which changed the
tregtment of certain  insurance and
pension transactions and items of “en-
terprise consumption” to make these
traneactiona conform more closaly to
the way in which participants view
and record them.

The Rugeleses changed very few
FOF categories of financial transac-
tiong. They retained the peculiarly
U8 institutional detail rather than
conforming to SNA guidelines, which
group assets and liabilities primarily
by maturity rather than by instru-
ment, The [BA's also preserve certain
FOF aggregates, such a8 credit
market claims, that have wide accept-
ance, Some asset detail is not re-
tained; unfortunately, what remains
may be overwhelming to the NIPA
ussr new to financial accounts, bt at
the zsame time insufficient for the
FOF specialist.

Another implication of the accept-
ance of the FOF transsctions, howev-
er, i3 the acceptance of carrying of
fized-claim assets at book or par
vaiue rather than at market value,
thus eliminating the possibility of re-
porting any cuarrent-dollar revalw-
ation in these assets. The wherewith-
al to convert everything to market
values is lacking for the most part,
and it is probably better not ta try
than to produce some gquestionable es-
timates with what iz available. As a
result, however, the revaluation ac
counts have less information than
they otherwise might in a period of
changing capital values,
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Probably for want of relevant data,
the Ruggiaﬂes Elﬁl:} adopt the FOF
practice of ignoring land transactions
and placing all changes in land value
in the revaluztion secount. This treat-
ment makes the revaluaton account
absorb more than its probable share
of changes in land value, and it also
raises the guestion of how these reval-
uations come about if there are no
transactions to sst market prices.

The acceplance of -the FOF transac-
tionz c¢ategaries also. implies the ae-
septance of the FOPF version of the
capital account of the balance of pay-
ments acconnts. The gold stock and
Special Drawing Rights are promi-
nently displayed in the IEA’s, al-
though, for the most part, they are
ghown in the enterprise sector ac-
count; officis]l foreign exchange hold-
ings and the net IMF position are
components of [EA “other fixed claim
assets.” Direct investment is removed
from the FOF “miscellaneous” group
and- identified in IEA equity, a desir-
able change. And major types of secn-
rities—components of portfolic invest-
ment—are identified, although the

balance of payments maturity infor-

mation is missing.

1 do net understsnd why the Rug-
gleses passed up thiz opportunity to
remove Special Drawing Rights allo-
cations from the category of “capital
grants” in the current account, the
present NIPA treatment, and to lei
them fall instead in-the revaluation

account, as recommended by the SNA

and currently practiced in the FOF.
Discrepancies. —Sector discrepancias
in the FOF arise because of inconsis-
tenicies between the accounting re-
cords that underli= the estimates of
conventional NIPA {ransactions and
the accounting records that form the
basis-of the financial arounts. These
discrepancies are defined =23 the
excess of gross saving over gross in-
vestment, the latier the sum of capi-
tal expenditures (primarily NIPA)
and net financial investment. Becanse
bhoth components eontain capital con-
sumption allowances, the FOF dis-
crepancy is conceptually equivalent to
the excess of IEA net saving over IEA
net tregsidual equity. The Buggleses
add woo little new information to be
axpected to reduce the oversll discrep-
ancy in the systiem—the sum of the
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MPA statistical discrepancy with
gign. reversed, and floats and. una]lu-
cated Imbﬂihes in the financial statis-"
tics; but to the extont that the JEA

- transactor approach is effective in itz
stated objective of recording tranzac--

tions in the JEA's as they are per-
ceived and recorded hy the transec-
tors, it should reduce the FOF. sector-
diseropancies. The IEA capital e
counts parmit us to ask whether these
gectaring and transactions changes du
in fact reduce discrepancies.

Although such a comparison is diffi- -
cult to make, it appears that the dis-
crepancies in the IEA’s are bstter for®
some sectors, but worse for others,
than they are in the FOF; oversll
they am just different. A comparizon +
limited to the years 197480 suggests
the following: (1) the RA discrepan-
cies for the household sector are.
either simifar to or smaller than,
those in the FOF, especislly after
1975; (2) enterprise account dmapan
cien are somewhat reduced in the
IBA, again especially after 1975, but .
there are puzzling variations in abau
Lute size, as well as abrupt changes in
sign; (3) overall government account
discrepancies are reduced in avery
year, although the Federal Govern-
ment dlsm'e:pancj.r exhibits some pruz-
zling changes in sign; and (4} the dis-*
¢répancy in rest of the world account
is about the same in the two systems, |
althﬂugh the differences are variable’.
in both size and sign. |

The]EﬁnetsavngEtlmatesused !
for enterprises include net saving by A
nonpmﬁt institutions and pension F
and insurance funds. Other adjust- E
ments should probably be rnade as,
wel! The overall financial discrepan- !
¢y in the [EA’s seems larger in abso-
lute teytns than its FOF counterpart, §
for reasons that I de not understand;”
net direct investment earnings re- .
tained abroad are handled differently
in the [EA’s from the way they are”
treated in the NIPA's and FOF; and
certain  FOF  adjustments (sales of
mineral rights, capital gainz divi- 5
dends, and foreipn equities held in the %
United States) appear as addenda ]
itemz in ome IEA capital account,
without being mentioned explicitly as
a oounterentry elsewhere in the
system. | did not attempt to explore
these other apportunities.
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¢  QObviously reduction in sector dis-

[ prepancies does not by itself justify a
reclagsification; many frivolouz ad-
justments could pass muster on such
a eriterion. Iff a reclessification is ap-
* pealing on other grounds, however, an

s unambiguoys improvement in one or
move Zector dicrepancies would lend
support to making the change.

® Capital accounts in constant purchas-
b ing power

* The [EA constant purchasing power
presentation embodies an approach
propuﬁad for use by cuommercial ac-
* countants in reporting business finan-

y tial results in periods of inflation. In
this presentation, all items are firsi

onverted, whers appropriate, t0 a
current-value replacement cost basis
and then are deflated by a common

« index; sueh an approach Eeparates
holding gaing from operating profit
and recognizes the monetary gains

.and losses aceruing te debtors and to
ereditors during inflation.

For the constant purchasing power
estimates {table IEA 2.3, the iterns in
}the enrrent-value halance sheat are
deflated by the NIPA GNF implicit
- price deflator, If 2 NIPA rather than
an TEA deflator was to be used, the
Mixgd-weighted index might have been
2 betier cheice, because the form of
tha TEA capits] accounts leads easily
s to esgentially hinary comparisons be-
tween adjacent jears. Bectors whose
asgets have risen in price more than
Average thas will show an indrease in
net worth relative to those whose
aesets have risen in price less rapidly
than average. Similarly, both Ffized-

" cleim assets and fixed-claim liabilities -

will fall in vatue during rising gener-
al prices; the constani purchasing
‘power net worth of net lenders will,
on balance, fall, and that of nat bor-
rawars will rise.

The IEA esstimates of real revalu-
ationz are moere or less analogous to
_Eisner's estimates of net revaluations,
‘except that the IEA revaluations (1)
io not take account of differences be-
tween end-of-year and annual average
prices and {Z) are expressed in con-
stant dollars and Eisner's in current

-
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dollars.? For any sector, both the IEA
and the Eimmer revaluation accounts
indicate the extent to which the
gector has kept up with inflation and
maintained capital intact.

These constant purchasing power
accounts do not provide messures of
real capital, however; indesd they
may seem counter-intnitive to one
uvsed to thinking in terms of lower
prices implying higher real magmi-
tudes. Although the Ruggieses pro-
vide a table showing reproducible
asgote in constant dollars, they do not
usa specific deflators of the sort used
in ihis second table in their constant
parchasing power accounts. Obvious-
Iy, iz real terms, the stock of the
more rapidly inflating aseets has
fallen relative to the general price
level,

One minor disadvantage of the -

presentation is thet the sector net
worths de not show detail on trans-
fers of equity and net residual equity
as well as the toial; the reported
gector net worths, therefore, are not
additive,

The view of saping

Clearly the IEA’s offer a more ex-
tensive menu of saving meazores than
that provided by the NIFA's and a
more convenient pregentation of this
additiona! material than that pre-
vided by the FOP, Morcover, the con-
gstant purchasing power estimates
from the capital account are an origi-
nal contribution. Do these additional
meazures give any new insights?

Although the sectoring in the two
gystems ig different enouph to make
exact compari difficult, it is possi-
blz to compare JEA enterprise saving
with NIPA business saving, TEA
housshold saving with NIFPA personal
saving, IEA private domesiic saving
with NIPA private saving, and JEA
government saving with NIPA gow-
ernrtnent saving. Each of these meas-
ures is expressed as a percentage of
the appropriate IEA or NIPA esti-
mate of GNP

% %es Robert Eisper, "Caphtal Galns and fncome:
Rasl Charpes in tha Valus of Cagital in tha [Unitad
States, 1M6-T7" in The Mpacurpment of Copiial
adited by Ilan Ushar (Chicager Undvarsity of Chicagn
Fres, 1980, pp, 175342
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A comparison limited to 1#74-80
suggests that, although- the actual
pevcentages differ somewhat, the con-
vantional transsctions measures of
gross and net saving are broadly simi-
lar in tremd, whether TEA ox NIPA,
although there are some short-tarm
variat.mns among them.

After declining sherply from iis
1975 high, the NIPA gross private
saving rate is stable after 1977T; the
IEA gross private domestic aaving
rate declines less sharply than the
NIPA rate from 1975 to 1977, and
continues to decline after 1977,

Two conventional measvres of net
saving are availeble in the JEA's for
comparison with NIFA measures, one
from the current account and one
from the capital account. In all cases
both IEA measures behave similarcly,
although the capital account measure
is more vilatile. The NIPA measures
are tewer throughout than sither of
their IEA analogz. The NIFA nef pri-
vate smaving rate declines steadily
from its 1975 high; the IEA net pri-
vate domestic saving rates remain
slose to their 1975 level throupgh 1978,
declining thereafter. The net saving
rates for IEA enterprises and NIFA
bugjness behave similarly, rising until
17778 and remaining more or less
gtable after this. Both of the [EA net
saving rotes for households decling
from 1975 through 1978 as does the
NIPA personal saving mate; unlike the
NIPA measure, the IEA measures da
not increese after 1978, Both TEA gov-
ernment saving rates are very close
in trend and in zize io their NIPA
analog.

The eddition of revaluations pro-
duces -zaving rates that ave much
more volatile than are these conven-
tiomal measures. Three variants are
considered: (1) a simple change in net
worth, equivalent to capital account
net saving pluz revaluations in ¢ur-
rent dollars; {2) capital account het
paving plus constant-dollar revalu-
ations reflated to corrent dollars; and
{8} current account net saving plus
constant-dollar revalustions refated
to current dollars. These last two
mezasures: add to conventonal saving
only revaluations in excess of tha in-
crease in the peneral price level. He-
valuations are calculated from net re-
sidual equity in order to make them
additive.
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All measures for enterprises, gov-
ernment, and the privete domestic
economy as & whole fell in 1975 and
have not regained their 1874 level.
The decline was sharpest for enter-
prises, with all three rates negative; a
partial recovery was reversed after
1977 so that the 1980 inflation-adjust-
ed rmeasures were pegative once
azain. Both inflation-adjusted govern-
ment saving ratea were also napative
in 19715, although the rate based on
the change in net worth was slightly
pasitive; the recovery in theae rates
wes not reversed until 1979, Saving
ratag for the private demestic econo-

James Tobin

THE very essence of an accounting
gystem—~for a housshold, an enber-
prizse, or 8 Nation—is consistent joint
evaluation of stocks and flows. The
mystenm should show how changes in
balance sheets from cne date to an-
other arise from incomes, outgoes,
and revaluations in the intervening
perind. The natiopal accounts of other
countries respect these basic princi-
ples. The U.S. aystem does not, even
though we are better endowed than
most countries with relevant data. It
ig high time that we adopi and apply
empirically a concsptual framework
for evaluating and tracking of stocks.
1 hope that the proposals of Richard
and Nancy Rugples will ingpire the
Federal Government to develop an in-
tegrated system. Their articte pro-
vides & conceptual design, shows how
existing data can be rearranged to fit
the concepts, and exposes tha incon-
sistencies in numericel dats that need
to be resofved.

In the last 85 years, economic anal-
ysis has increasingly emphasized the
role of stocks and balance sheets in
economic  behavior. The simpie
Kevnesian consumption function was
a relation betwesn flows, but it scon
became evident, on hoth theoretical
‘and empirical grounds, that stocks of
wealth, loguid assets, durable poods,
snd consumer debt are important
short-run determinants and long-term
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my also fell in 1975, slthongh not so
precipitou_s]y es those for the enber-
prise sector; subsequently, an erratic
increase thruugh 1578 was followed
by an arratic d.mlma

Household saving rates ranwered in
1975 from the effecta of the previous
year's losses in the stock market;
nominal ‘changes in household net
worth relative to GNP have risen er-
ratically since 1975; bath of the infla-
tion-adjusted saving rates are volatile
but trendless after 1975.

On balance, it appears that the
IEA'e provide conventionsl transec-

results of saving behavior. Physical
stocks of producers’ cepital—strue-
tures, equipment, inventories—must,
of conrse, be estimated i order to un-
derstand productivity and investment.
The valuations of these stocks in asaet
markets iz also relevant to invest
meant decisions, These valuations, in
turn, are the ouitcomes of financial
marirets, where the portfolio prefer-
ences of houszeholds, businesses, for-
cigners, and other agents interact
with the monetary and fiscal policies

‘of governments and central hanks.

The impacts of .these policies—on
macroeconomic performance and in
encouraging or crowding out invest-
ment—cannot be enalyzed or estimat-
ed econometricatly without tracking
their effects on the siocks of moneys
and near-moneys, publie debt securi-
ties, and other asseis and debts. The
exammples serve to make the generanl
point: It is more than ever recognized
that analysis, forecesting, and policy
evaluation require data on stocks as
well as flows, halance sheeis as well
as incame statemeants.

Fortunately, the flow of funds sta-
tigties of the Federal Reserva Bnard
provide in great deiail regular data
on financial stocks and flows. The
Bupgleses show how these data can he
integrated with sther stock data and
with the national income and prodoct
accouats. But their experiment slso -

May .,

ticns saving measures that, over the
peried examined, at laast, hehave aub-
stantially like those in the NIPA's;
they ave higher becotize the TEA cap-
rt_.alim outlays that the NIPA's. mn-
sider current -expenditures. The [EA -
saving ration that measure changes in
net worth, both nominal. and with ad-
justments for inflation, are new and:
potentially wvaluabie; they are far
more valatile than NIPA measures, at
lenst in the period mmmﬂd Certain. A
ly the precipitous drop in private
rates of net accumulation that they
show in 1975 is intriguing and haarg
further investigation.

lustrates the well-known problem. I
is difficult to reconcile data from the”
diffarent sources, and - disturbingly
large, unexplained discrepancies
remain, &.g., between financial seving
flows estimated from flow of funds
statistice and the same concepis from *
the nationa) ineome and prodoct ac-
counts and other sources. Conceptual
integration needs to be matched by a-.
concerted effort to diagnoge and’
remedy these inconsistencies,

The integrated economiec accounts
(EA'S) could, I think, he displayed
somewhat mare informatively than in -
any of the tables in the article. Fﬂl’;
&tocks and balance gheets, 1 have in”
mind z matrix for sach date, with a
vow for each asset or deht categnr:,r '
and a column for each sector. In each !
cell (ij) would be displayed the net po-
sition, positive or negative or zero, of |
the sector (1) in the agset (§). (When in-- I
formation permits, the gross positions,
positive and negative, conld be shown
in the cell, with the net helding .
equaling their differetce. For exam-
ple, business firms hold the sequrities
of ather business firms, anhd banks
have deposits in other banks.) The list®
of sectors is exhaustive, including—as
it deea in the IEA schema—the rest of
the world. Conzequently, the sum of |
the entries in a row is in principle A
zero for financial assats; one sector's
net asget holding is another sector's,
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liahility. Deviations from 2ero, in

,practice, are statistical diacrepancies. -

For a row representing durable poods,

however, the spm js the Netion's:

stuck of the goods, valued &t the

“prices of the date of the tabulation..
¢ Likewise, the list of assets ia i princi- .

ple exhaustive, ibcluding in one or
more rows claims of domaestic agents
on foreigners and debts to foreigners.
Each column, therefore, represents
athe balance sheet of the sector, and

its sum iz the sector's net worth, The
; two sums of sums chould be equal,

each representing, apart from statiati-
*cal discrepancies, domestm wealth.
- {National wealth iz thiz quantity
minus the het worth of the rest of the
“world in the ascets listed in the

. matrix, i.s., plus the net claims of do-.

" mestic sectors on foreigners.)
v The same mairiz format can, of
course, record the changes in sector
holdings of all assets from one date to
y another. Within each cell thera vould
*he, ag in the IEA tables, two eitries,
sone for the sector’s net purchases o1
sa.lﬁ- of the asset at the prices of the
*period, and one for revaluations of
aseeta previously acquired. For any
sector, the sum of all these entries is
the change in net worth, similarly
. 5plit hetween the value of net acquisi-
“tions, which iz the net saving of the
wsector, - and revaluation of existing
holdings.
¥ A second flow matrix leads in prin-
ciple to the same estimates of sectoral
net saving. In this matrix the col-
umnsg are the same, bot the rows rep-
resent transactions other than por-
* chases or sales of assets. The row cat-
vizgoties are types of transactions like
texes, - transfers, income payments,

consumption outlays, and labor com-.

pensation. If the list of these is. ex-
" haustive, their net sums will be the
. saving fipures. As the IEA tables il-
lustrate, the statistical digcrepancies

"between these saving estimates and
those deseribed in the preceding para-
graph are frequently large. Their re-
; duction should be 2 major ohjective of
interagency work towards integration
" of accounts, _

v The format I am advocating is like
that used in the Eoropean Communi-
tiea,' In the TEA’3, the clogest ap-~

_proach is table 8, where I would con-

L. S Buropean Sommunities, Sommisslon, Erope-
+ah Sty of frregroted Econumic Acceaniz—ESA, Hnd
&d. (Luxembourg: Office for Offizial Publiations LOR0Y,

| tahla T2 pp. 195-BT.
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solidate the two rows shown for each

-ageet, one: for positive holdings and

one for liabilities of the same- type.

This table distinguishes 4 major sec.

tors and 30 types of assets. In greatest
detail, the IEA’s distinguish 16 séc-
tors, almost 40 types of assets, snd
ovar B0 other categories of flows.
Clearly, the approach ean be followed
at different levels of aggregation.

1 would like to cornment on some of
the conventions that the Ruggleses
adopted. As is always trie with re-
Epect to amcrunung convantions,
people will differ in their testes and

views. In the end, arbit-ran* decisions
govern the forms in which data are

reg‘u]arly presented, ahd determine
.the small set of summary statistics on

which .public attention inevitably is
focused. As I think the auihors recog.
nize, certainly by the practical test of
the detail in which they supply num-

bers, the arbitrary decisions are less

important if serious users of the data

can adapt them to the concepts usaful_'

for their own purposes.
Some economistz may be surprized

Ithar, houssholds do not omm the entire

weglth of the WNation. Non-zero net
worth iz attributed to all the sectors,
and, by the same token, all of them
can save. or dissave. Several account-
ing conventions lead te this featurs of
the JEA's.

The least controversinl of these, I
should think, is the atiribution of net
worth to governments. Government is
debited for its fiduciary monetary
issue and for its net interast-bearing
financial debt obligations. Crediting
governments for the walue of their
phyzical assets—durable public goods
of various kinds—is an agcounting
reform long overdwe in this country.
The authors understandably doa not
attempt to attribute these public
goods to their users or beneficiaries in
other sectors. In keeping with their
sensible general decision not to in-
clude in capital accounts the present
valye of those future income streams
that =re neither walued in markets
nor secured or defined by legal con-
tracts, the Ruggleses do not capitalize
future tax revennes or transfers. An
old but nagging quesfion about the
treatment of gpovernment in the na.
tional income and product accounts
remains, and perhaps it is time to
review it again. Which of the current
expenditurss of government and serv-
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ices of public goods should be regard-
2] ag intermediate rather than final
and axcluded from netional prodoct?
Equit:ias in privately -owned enter-
prises are given two valustions for
the same point of time. Securities
rearket valuations are used in reckon-
ing the equity holdings and net worth
positions of households and other
shareowners. But the underlving
agsets are valued ab commodity prices
(replacement costs) in the accounts of
the enterprise sector. The excess of
the second valnation over the first is
counted in enterprise net worth, so
that ir aggregate nationa) wealth the
underlying physical asseis are carried
at replacement cost. This is one con-
gistant way of handling deviations of
"q" from 1. lncidentally, an important

. task in improving flow of funds siatis-

tics is esthmation of market values of
bonds, corporate and government. In
these days of volatile interast ratas,
the conwvention of carrying debiz at
par i= guestionable,

Some enierprises, financial and
nonfinanclel, do not have owners in
other sectors, and they ara properly
credited with nét worth of their own.
These include nonprofit insititu-
tions—now happily moved out of the
household sector—and mutual savings
mmstitutions. The assets of pension
funds and life insursnce companies
are attributed to their prospective
beneficiaries to the extent that they
represent cash or loan vaives. Other-
wige, houscholds eve not cradited with
“wealth'” representing the. capital
valuge of fuiure pension henefits, gov-
ernmentsl or private. Neither are
they credited with “human capitel”
reflecting the capitalization of future
labor earnings or other entitlements.
Thase convantions seem satisfactory,
g0 long as more adventurous users of
the data can reestimsate and supple-
ment household wealth and saving by
caleulations of their own.

Limitad by time, space, and exper-
tise, I hawve cornmented only on those
aspects of the article that bear most
directly on my own interests in the
monetary and financial aspects of ma-
¢roeconomlics. Im conelusion, I very
muchk hope that, thanks o Ehe ex-
traordinarily careful and thorough
irailblazing of the Ruggleses tean'l. we
are on the threshold of a major im-
provement of the U8 pational ae-
counts



